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DATE ISSUED: November 18, 2008 ' REPORTNO 08-176
ATTENTION: Council President and City Council
: Docket of November 24, 2008
SUBJECT: - Mills Act Program Reforms and Cost Recovery Fees
REFERENCE: 'Planning Department Budget‘Hearing of Juﬁe 13, 2005; Land Use and

Housing Committee Hearing of June 21, 2006; Historical Rcsources Board
Hearing of July 24, 2008

REQUESTED ACTION:

Adopt a serizs of é.mcnrl_ments to Council Policy 700-46, “Mills Act Agreements fnr Preq'-rvah on
of Historic Property,” to reform the City’s Mills Act Program and provide improved
accountability and annual fiscal thresholds for new agreements (Attachment 1); and establish
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provide full recovery of staff costs (Attachment 2). -

STAFF RECOMMENDATIONS:_-

1. Approve the following Mills Act Program reforms: -

e Add a fiscal threshold of $100,000 new tax revenue rcducnon to general fund on

an annual basis
o " Authorize exceeding the threshold as part of the annual budget process, based on

findings made by the City Council that the fiscal health of the City is such that
additional reduction in tax revenue can be supported

 Require a formal application process with a deadline of March 31% of each year
for properties designated by December 31% of previous year

e Require the property owner to demonstrate substantial investment of the tax
savings into the designated historic property through a 10-year tailored work plan
which may include costs of rehabilitation or restoration of the historic property
necessary to achieve historic designation

» Establish an inspection scheduie for monitoring of Mills Act properties prior 10 a
new z{greement and every 5 vears thereafter prior to the renewal date to assure

- compliance with contract requirements
2. Establish cost-recovery fees for:

e public nominations of individual properties submitted for historic designation
pursuant to Land Development Code (LDC) Section 123.0202(a);

¢ Milis Act Program agreement (revised fee);

s Mills Act Program monitoring; and,

o Mills Act Program enforcement.



3. Apply the Program reforms and new fees to pending and future nominations and Mills
Act Program agreements and the monitoring and enforcement fees to existing and future
~ Mills Act Program agreements.
4. Do not adopt fees for processing nominations of historic districts but apply the same
Mills Act Program reforms and the agreement, monttoring and enforcement fees to
designated historical resources within Districts.

SUMMARY:
BACKGROUND

The Mills Act was enacted in 1972 by the State of California to enable local jurisdictions “to
enter into contracts with property owners of qualified historic properties who actively participate
‘in the restoration and maintenance of their historic properties while receiving property tax relief”
(see Attachment 3). The San Diego City Council adopted Council Policy 700-46 in 1995 “to
provide a monetary incentive to the owners of historically designated properties in the form of a
prop\.rty tax reduction for the maintenance, restoration and rehabilitation of historic properties |
within the City of San-Diego™ (Attachment 4). The City's first Mills Act agreement was ‘
recorded in 1995. During the past 12 years the number of agreements has increased substantially
and the program is the most active one within the State. As of the 2507 tax assessment, there are
901 effective Mills Act agreements for historic properties within the City.

Current Milis Act rrog; am

The Mills Act Program agreement is a legal contract binding the owner of a designated historical
resource to maintain the subject property consistent with the U.S, Secretary of the Interior’s
Standards, to provide visibility of the historical resource from the public right-of-way, and to
improve or rehabilitate the property based on specific conditions included in the agreement. The
agreement is recorded with the County which allows the Assessor to determine the property tax,
based on a formula set in State Law that typically results in a substantial annual savings to the
property owner: The average savings is 50 percent with a range of property tax reduction
between 25 percent and 75 percent. This tax benefit, authorized by the State of California in
Govemnment Code Sections 50280-50290, has been available since 1995 and is authorized by
Council Policy 700-46, “Mills Act Program Agreements for Preservation of Historic Property.”
This property tax reduction is the one financial incentive that can be offered citywide, excluding
some redevelopment areas, to property owners of qualified properties as an incentive to maintain
their designated historical resources. Other incentives may be available within redevelopment

arcas.

When the Mills Act Program was set up in 1995, a monitoring system was not established. The
Mills Act Program agreement is entered into for a period of ten years, with automatic renewal
cach year unless one of the parties proposes to end it. The City of San Diego may propose to end
the Mills Act Program agreement if the property is not maintained in accordance with the U.S.
Secretary of the Interior’s Standards, or if other contract provisions are not met. Mills Act
Program agreements that were entered early into the program have now existed for 12 vears.

With a Mills Act Program agreement, the loss of tax revenue to the City is offset by the public

. benefit of preservation of our important historical resources. Maintaining the significant
character defining features of historic properties through a Mills Act Program Agreement is a

.2



T,

_keystone of the overall program. In order to assure a Mills Act property is maintained as

required by the Mills Act Program Agreement, periodic monitoring 18 necessary. Although
alterations to designated historical resources are subject to regulation by the LDC, unauthorized
alterations do occur. These are typically brought to the attention of code enforcement staff only

if a neighbor or other community member reports the work. -

Fees

The City of San Diego generally charges a fee to a property owner for services specific to their
property. There is currently a maximum fee of $400 required from the property owner to process
a Mills Act Program agreement. This fee is determined by the property value and does not
sufficiently recover the cost to the City for this work. Designation of a property as a historical -
resource is a required prerequisite for an owner seeking a Mills Act Program agreement. A
number of specific tasks are required to process the nomination and then the agreement.

e The San Diego Municipal Code allows any member of the public or any City agency to

nominate a property for designation as a historical resource.
¢ The nomination and designation process begins with submittal of 2 historical resource
research report addressing the significance of the resource and how it meets any of the six

adopted designation criteria.

o The report is reviewed by Historical Resources staff; the property is visited by staff to
photograph and confirm its condition; a staff report to the Historical Resources Board
(HRB) is prepared and, a public hearing is held by the HRB to consider the merits of the
designation request.

e If the property is des1gnatcd as a historical resource by the HRB, and other conditions are
met, the property owner is entitled to.enter into a Mills Act Program agreement with the
City.

e The cost to process these voluntary nominations is currently absorbed by the General
Fund. : ,

e There is currently no formal Mills Act monitoring program in place and no fee in place to
cover the City’s cost of monitoring.

e Major violations of Mills Act agreements are expccted to occur in only a few mstances
However, if violations of a Mills Act Program agreement do occur, the City must require
a remedy and there is no fee in place to cover the cost of enforcement.

Cost recovery fees for the historical designation process and the processing, monitoring and
enforcement of Mills Act agreements are included in this proposal. The issue of cost recovery
fees for the designation and Mills Act program components has been under review for more than
two years. A formal proposal was taken to the Land Use and Housing Committee in 2006.

Land Use and Housing Committee Direction

On June 21, 2006, the LU&H Committee reviewed the issue of fees for nominations of historical
resources and Mills Act Program Agreements (Attachment 5). Testimony was presented both in
support of the proposed fees and in opposition. Support was expressed by the Chair of the HRB,
community activists, historical consultants, and land use attorneys, with many speakers
recommending the need for a fee exemption for those who may be unable to pay. The speakers



in opposition included historical resources consultants and a representative of Save Our Heritage
Organization (SOHO). These speakers all felt that a full cost recovery fee would be a deterrent
to homeowners nominating their own property for designation and taking advantage of the Mills
Act incentive. Most opposition speakers suggested a nominal fee of $500 or less. A sliding
scale and payment at the end of the process, rather than prior to staff work on the nomination,
-was also suggested. LU&H Committee members discussed the need for City programs to pay
for themselves and the high overall satisfaction the public has with the historical resources
program and recognized the benefit of the important Mills Act incentive. There was concern
whether a fee would discourage homeowners, especially in areas already underrepresented by
designated historical resources or lower income neighborhoods. The timing of the fee and a way
to provide an exception in specified circumstances was also discussed. The LU&H Committee
forwarded the issue of fees for nominations of historical resources and the Mills Act Program to
the full City Council without a recommendation but with direction for staff to develop options
related to the timing of a fee, and a way to accommodate those property owners who cannot
afford to pay the fee. The issue of fees is now coming forward as part of the overall Mills Act

reform package.

Review of Current Program

Review of the City’s Mills Act program began in 2004 with a focus on changing the fee structure
that would provide sufficient revenue to the City to pay the cost of the service being offered in
preparation and mohitoring of Mills Act agreements. This initial review of the program included
an acknowledgement by the City that surficient monitoring and inspection of Miiis Act -
properties was not occurring. The fee structure developed at that time included the costs for staff
time to monitor existing Mills Act properties along with time to prepare new agreements.

As part of the review of the City’s current process, staff researched how other Cahfornla cities
and counties implement the Mills Act. A number of cities, large and small, throughout the State
were contacted to obtain information about their programs. Categories of information included
numerical limits, eligibility requirements, application deadline, contract requirements, inspection
requirements, and fees. The data was compiled and compared to the City’s program. Staff
presented information comparing the City’s overall Mills Act program with other jurisdictions’
programs and the potential for changes to the HRB Policy Subcommittee during 2006 and 2007.
A draft proposal for changes to the City’s program was presented to the Policy Subcommittee in
January 2008 (Attachment 6a). This early draft proposal addressed such issues as an annual limit
to the number of new Mills Act agreements, increased eligibility requirements to participate in
the program, an earlier appiication deadline, expanded requirements of the agreement,

monitoring of agreements, and fees. '

There was much public interest and concern about the proposed changes expressed at the Policy
Subcommittee meeting and to staff and the Mayor’s office following the meeting. Opposition to
any changes to the current program was sirongly expressed by those individuals in attendance
and through numerous phone calls, emails and letters to the City. Staff continued to research
other jurisdictions” programs and refine the proposed changes, considering public input and the
City’s desire to increase the effectiveness of the program and assure compliance with
performance requirements. A slightly revised proposal was presented to the Community
Planners Committee in March 2008 (Attachment 6b). Again, concern about the proposed
changes was expressed.



In order to provide the broadest public review and obtain the greatest public input possible, the
HRB held two workshops, in April 2008 and June 2008. Every owner of a designated historic
property or of a nominated property was notified by mail of these workshops. A very significant
number of people atiended the workshops. Many individuals expressed strong opposition to
specific changes being proposed, particularly any limit to the number of new contracts and any
new eligibility requirements. However, there was some general agreement with changes related
to an earlier application deadline, need for tailored agreements that include appropriate
maintenance and/or rehabilitation, an-inspection schedule, and reasonable fees.

In July 2008, the HRB held a public hearing on the proposed Mills Act reforms (Attachment 7).
As with previous workshops, every owner of a designated historic property or of a nominated
property, historic consultants, preservation organizations, and others who had expressed interest
were notified by mail of the hearing. In addition to the Historical Resources staff presentation of
the revised proposal to reform the Mills Act program, the Statewide Mills Act Coordinator for
the California Office of Historic Preservation (OHP) presented comments on the proposal
(Attachment 8). The OHP comments noted they have . . . long applauded the robust nature of
San Diego’s Mills Act Program.” And they recognize the City has *. . , led the state in
championing this important and affective fiscal preservation incentive.”

While recognizing the public’s concerns for the proposed changes to the City’s Mills Act
Program, OHP stated that the proposed changes are in fact in line with current Mills Act policies,
practices, and industry standards statewide and that the proposed changes meet the needs of the
City’s historic preservation goais within the framework estabiished by the siate iaw, Further

' stating, “By adopting an annual fiscal limit for new contracts, establishing eligibility criteria,
instituting work schedules for restoration, rehabilitation and maintenance, and sefting a timeline
for routine inspections a framework will be established for a program that holds both the City
and private property owners accountable for their actions with regard to Mills Act contracts. The
emphasis of the proposed changes reflects a2 commitment to the premise that tax savings.realized
through a Mills Act contract should be reinvested in the historic resource, which clearly echoes
the intent of the Jaw and serves to further the goals of the active and vital preservation program
in the City of San Diego.” The OHP remarks concluded with a recommendation that the City
« . . reevaluate the new program framework and limits within the first five years in order to
determine if the changes have affectively achieved the program goals and the Mills Act
continues to be a strong positive tool for the preservation of San Diego’s historical resources.”

Throughout the public testimony, there was strong opposition to any changes in the program that
would limit the number of new contracts or add eligibility requirements for new contracts and
more generalized opposition to any changes in the current program. The HRB deliberated each
of the proposed changes, with some Boardmembers expressing opposition to any changes but
most expressing support of changes to the application deadline, requirement for a 10-year
tailored contract, establishing an inspection schedule for Mills Act properties, and cost recovery
fees. The Chair did not support an annual fiscal Jimit for new contracts and suggested that the

" tailored agreement could include the owner’s documentation of investment of tax savings back
into the property rather than adding new eligibility requirements.

The HRB’s unanimous action was to recommend to the City Council approval of the proposed
changes to the application deadline, requirement for a 10-year tailored contract, establishing an
inspection schedule for Mills Act properties with the provision that more detailed information
concerning the scope and protocol of the inspections be prepared and brought to the Board for
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public comment and that staff report on an annual basis how many inspections have been done,
and cost recovery fees with con51derat10n of a provision for a fee waiver or reduction for low

- income applicants.

Following the HRB hearing in July, the Mayor and staff evaluated the proposed reforms for ways
to address the public’s concerns while maintaining the necessity of reforming the program by
understanding and managing the reduction in property taX revenue on an annual basis, increasing
accountability of the program through formal inspection and monitoring of Mills Act properties
and agreements, and establishing fees that would allow the City to recover the cost of
implementing the program. Attachment 9 provides a summary of the issues raised by the HRB
and the public with background discussion and the Mayor’s current proposed reforms which are
discussed i in detail below.

DISCUSSION

Within the City of San Diego, the Mills Act Program has been an exceedingly successful
incentive for historic preservation. The City executed 804 Mills Act Program Agreements from
1995 through 2007 with an additional 94 contracts automatically extended to new owners of
Mills Act property that has been converted to condominium ownership, as the contract extends to
the land. The public is benefiting from the increased protection of these historic properties
gained under these Mills Act Program agreements. Interest in the program remains high and
continues to grow, with more than 75 Mills Act Program agreements being processed during the
2008 calendar year. The number of contracts process by year is shown in the graph below,
followed by a graph of the total 898 effective contracts by community planning area.
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The spike 1n the niumber of contracts in 2002 1s related to the designation of the Buriingame
Historic District. As would be expected, the majority of Mills Act agreements have been
processed for communities with the largest number of historic properties. ‘Greater North Park,
with 183 contracts includes the Burlingame Historic District while Uptown with 200 contracts

reflects all individually significant historic properties.

To determine the fiscal impact to the City’s General Fund from reduced Mills Act property taxes,
the Tax Assessor’s office provided the Prop13 property values and the Mills Act property values
from the most recent assessment. The reduction in property tax revenue to the City of  ~
$1,134,170 is determined by multiplying the tax rate (1.3359%; by the difference between the
Prop 13 value and the Mills Act value (3499,408,134) and then multiplying that difference by the
City’s share of property tax revenue (17%). On average, Mills Act property owners save $7,886
in property taxes each year, with the majority 84% saving between $1,000 and $20,000 annually.
There are about the same number of property owners saving less than $1,000 (72) and saving
more than $20,000 (68). On average, the City’s share of the reduced property tax is $1,340

annually per Mills Act contract.

Other jurisdictions’ programs are compared to the City’s existing program in the table below. As
can be seen, the Mills Act programs across the state are quite variable in the factors being shown.
However, most of the selected cities inciude some type of eligibility requirements and require a
rehabilitation or maintenance plan with each contract.




MILLS ACT PROVISIONS IN SELECTED CALIFORNIA CITIES

Jurisdiction | Numerical | Eligibility Application | Mills Act Inspection Fees
' Limit Requirements | Deadline Requirements | Requirements
Pasadena 13 per Competitive March 31 Rehabor Not in past, None now,
year, soon | selection reinvestment | proposed in may be in
will be 23 | process required future the future
per year
Los Angeles | No limit 5 criteria used | Early July | Rehab, Periodic $25 -}
: to assess ' restoration or : application
eligibility maintenance- $243 to
' execute
, . contract
Anaheim 60 per year | Pass initial No Determined Annual None
inspection deadlines during
' , inspection
Santa Ana | No limit Elimination of | Processed | Proper review | Exteriors $390
' ' code violations | through and permits inspected
and October for all periodically
: imperfections Improvements
‘[ Escondido | No limit Must meet set | No 10-12 Periodic None
criteria Aradlinag dmmrnvements )
over 10 years
San Jose No limit Only top tier | No Rehab, No formal Sliding
- landmarks deadlines restoration or | inspection . scale:
eligibie : maintenance | program $640-
‘ : £2675
Long Beach | No limit, | Only most September 1 | 10 year Not in past, $410 for
' may soon | significant: improvement | proposed in single
be 2-4 per | resources plan future family
year . houses
Existing | No limit ‘All designated | October 1 Visibility of None $100 for
| San Diego properties the resource every
Program eligible, and site -$100k of
except within specific assessed
Redevelop- conditions value, up
ment Areas to a max of
' $400

Mills Act Prooram Reforms

The current Mills Act Program was adopted by the San Diego City Council in July 1995

{Council Policy 700-46) as way to provide an incentive to historic property owners and bring -

historically significant properties under the City’s authority for preservation, at time when there
were no historical resources regulations. The current program 1s very informal with all

designated historic properties located outside Redevelopment Areas eligible for Mills Act tax
reduction. Specific requirements apply within Redevelopment Areas. A desi gnated historic
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property owner can request a Mills Act agreement after h1st0ncal designation pnor to October 1%
each year. There is no formal application required.

All Mills Act agreements require v1s:b1hty of the demgnated property from the public right-of-
way and maintenance of the property in conformance with the Secretary of the Interior’s
Standards. Only a limited number of agreements include additional preservation or rehabilitation
requirements and there is no requirement that the tax savings realized through this program be
invested in the historic property. There is no formal inspection schedule or monitoring of
agreements for compliance with the contract requirements.

The Mills Act Program has not been updated or modified since its initial adoption and it is the
City’s position that changes to the current Mills Act program are warranted for a number of
reasons. Namely, the Land Development Code now includes historical resources regulations and
it is understood that formal monitoring of agreements is necessary. There is a desire on the part
of the City to improve accountability of the overall program and to understand and manage the
fiscal impacts of the program on an annual basis. The number of annual new agreements has
increased substantially since the year 2000. San Diego now has just under 900 agreements
which is out of proportion with other California cities and counties compared to the number of
designated resources. The City does not monitor the fiscal impact to the General Fund from the
reduction in property tax income, does not require investment of tax savings in the historic
property, and does not inspect or monitor the Mills Act properties to ensure compliance with the
agreements. Proposed changes to the City’s Mills Act Program are compared to the existing
program in Attachment 10 and are discussed in more detail below.

Proposed changes to the City’s program would include fiscal considerations of authorizing new
Mills Act agreements by understanding the fiscal impact to the General Fund and managing this
reduction in property tax revenue on an anpual basis. The changes would greatly increase
accountability of the program by requiring property owners to demonstrate how their tax savings
would be invested into their historic property and through formal inspection and monitoring of
Mills Act properties and agreements. Finally, the changes would allow the Clty to recover the
costs of implementing the program through new and revised fees.

Annual Limit on New Agreements

There has been much concern raised by the public related to the City imposing any limit to the
number of new Mills Act agreements approved annually. Earlier in 2008 an annual limit on the

. number of new agreemcnts was contemplated by staff as a way of managing the fiscal impacts of
the Program. It has since been determined that rather than enacting a numerical limit, a fiscal
threshold related to the anticipated property tax reduction is the most appropriate way to address
the fiscal implications of the Program.

Although minimal in the overail City budget, it is important to understand the fiscal impact of -
the program and manage it on an annual basis. To date, this analysis has not occurred and no
limitation to the Program has been enacted. The current annual reduction of property tax
revenue to the City’s General Fund is $1,134,170 from Mills Act property valuations, based on a
total reduction in property taxes paid by Mills Act property owners of $6,671,593. Contrary to
the public’s concerns, setting an annual threshold for new contracts would not efiminate the
program and is not expected to significantly reduce the current level of new contracts on an
annual basis. The annual average number of new contracts for the life of the program is 67, with
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an annual average reduction in tax revenue to the City of $1,340 per contract. The most recent
annual averages, from 2005 through 2007, of 55 new contracts with a tax reduction of $2,013 per
contract, reflect overall increases in property values and a reduction in the average number of

new contracts being processed.

Based on the need to manage the fiscal impacts of the Program, it i1s recommended that the City
not limit the number of new agreements within a fiscal threshold of $100,000 new tax revenue
reduction to general fund on annual basis. This threshold would result in an average of
approximately 50 to 75 new agreements yearly, It is also recommended that the City Council
could authorize exceeding the threshold as part of the annual budget process, based on findings
that the fiscal health of the City is such that additional reduction in tax revenue can be supported.
If more applications were submitted in a year than could be accommodated under this threshold,
and the City Council does not authorize exceeding the threshold, the property owner would have
the option of applying for a Mills Act agreement in a subsequent year, -

Eligibility Requirements .

' A number of California cities have included eligibility requirements for participation in their
Mills Act programs. The City of San Diego does not have any eligibility requirements other than
historical designation, which is the minimum required by State law, except within
Redevelopment Areas. Earlier proposals for changes to the City’s Program included eligibility
requirements aligned with General Plan goals for affordability housing and with historic
preservation goals. The public expressed significant concern related to any additional eligibility
requirements while generally: supportmg the need for the Mills Act tax savings to be invested in
the historic property.

This proposal recommends no new eligibility requirements for Mills Act agreements. The need
for a property owner to demonstrate substantial investment of their tax savings into their historic
- property is recommended as a requirement for obtaining a MIIIS Act agreement. A discussion of
this requireinent is provided below.

Application Deadline

The current Program does not include a formal application process and the deadline to request an
agreement is October 1% of each year. In order to allow sufficient time for the fiscal impacts of
new agreements to be included in the annual City budget process, it is recommended that owners
of historically designated properties would be required to submit an application for a Mills Act
agreement no later than March 31 to be considered that year. The property must have been
designated prior to December 31% of the previous vear to allow a sufficient separation between
the designation process and a subsequent Mills Act agreement. This recommendation has general
support from the public, although there was concern that March 31% is too early for the deadline.

Mills Act Agreement Requirements

Currently, all Mills Act agreements require the historic building be visible from the public right-
of-way to afford the public enjoyment of viewing the exterior of the resource, and require the
property be maintained consistent with the U.S. Secretary of the Interior’s Standards, the
nationally accepted standard for the treatment of historic properties. More recently, specific

-10 -



conditions related to rehabilitation or restoration of historic properties have been included in a
small number of Mills Act agreements.

It is recommended that owners of designated historic properties be required to include a 10-year
maintenance and rehabilitation/restoration work plan at the time of application for a Mills Act
agreement. Ten years is the minimum contract length and an appropriate time frame for
completion of any necessary rehabilitation or restoration work. Maintenance of the character
defining features of the resource would be required to continue for the life of the contract, which
is automatically renewed on an annual basis, unless non-renewal is requested by one of parties.

As part of this required 10-year work plan, the property owner would be required to demonstrate
that the requested Mills Act agreement would result in a substantial investment of the anticipated -
tax savings into the designated historic property, including the costs if rehabilitation or

restoration work, consistent with the Standards, that was necessary for the property to be eligible -
for historic designation. ‘ :

This requirement could be met by an owner showing that a substantial portion of their

anticipated property tax savings would be invested in the historic property over time. An
estimate of the property tax savings from the County Tax Assessor’s office and a cost estimate of
needed maintenance, repairs and/or rehabilitation work wouid be needed. It is anticipated that '

* most historic property owners would be able to meet this contract requirement.

inspection Scheduie

While there is a responsibility on the part of the property owner to maintain the historical

significance of their designated resource, there is also a responsibility on the part of the City to
" assure that a property remains in compliance with the Mills Act Program agreement, since

property owners receive annual tax relief intended to assist with appropriately maintaining their
. property. Staff believes there is a critical need to implement a monitoring program to assure
compliance with Mills Act Program agreement provisions and preservation of designated
properties. ‘

Specifically, a monitoring program would primarily entail site visits, records maintenance, and
staff review of compliance with contract requirements on a five-year basis. This leve] of
monitoring would allow contact with a new owner, if there has been a change in ownership, to
explain the responsibilities and provisions under the Mills Act Program agreement, since the
historical designation and Mills Act Program agreement run with the property. It would also
provide adequate review in cases where owners make changes that may negatively affect the
property’s historical integrity but do not typically require a building permit, or where owners
make substantial changes to the property without obtaining the required permit.

A formal schedule for inspections and monitoring of Mills Act properties would be established
by staff and conducted to assure compliance with the provisions of the agreement. Staff would
work with property owners to remedy any problems identified through the inspection process. A
maintenance and/or rehabilitation/restoration plan may be prepared as part of a renewal of an
agreement to assure the necessary remedy.
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Pipeline Provisions for Mills Act Program Reforms

Pipeline provisions for those pending historic designations awaiting review and action by the
HRB have been discussed throughout the review process for proposed changes to the Mills Act
Program. Concerns expressed by these property owners is that they contracted for historical
consulting services and submitted a nomination report to the City in order to obtain the necessary
historic designation required to participate in the Mills Act tax reduction program and the
proposed Mills Act reforms could change their ability to participate in the program. The greatest
concern was expressed relative to the City enacting limits on the number of contracts and adding
new eligibility requirements. As discussed above, no annual limits are proposed and the fiscal
threshold would accommodate the average number of annual new contracts based on past
performance of the program. Additionally, the City Council would be able to exceed the
threshold under certain circumstances. Likewise, no new eligibility requirements are proposed
and it is anticipated that most if not all historic property owners can demonstrate substantial
investment of their tax savings into the historic property. Therefore, staff does not believe
pipeline provisions for the currently proposed revisions to the Mills Act Program are warranted
and proposes that the reforms proposed with this action become effective with the new calendar

year.

Proposed Fees
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administrative staff time involved in processmg individual historic designation normnatlons and
in processing and executing Mills Act Program agreements and their momtonng and
cnforcemcnt

The City of San Diego generally charges a fee to a property owner for services specific to their
property. No fee is currently charged for the processing of a historical nomination. Between .
1967, when the HRB was first established, and 1995, when Mills Act Program agreements were
authorized by the City Council, approximately 326 individual properties or districts were
designated as historical resources in the City. These designations were generally a result of a
historical property being proposed for demolition or substantial alteration coming to the attention
of the HRB or Historical Resources staff, with the City initiating the nomination. Since 19935,
more than 1,050 individual properties or district contributors have been designaied as hlStOI‘lca.l
resources, with the majority of these nominations, particularly in the last few years, voluntarily
coming from property owners seeking designation in conjunction with the benefits of Mills Act
tax reductions. It should be noted that nominations for historical designation that are referred to
the HRB through the ministerial or discretionary review process from Development Services are
fully charged for costs associated with the Historical Resources Staff review and processing of

the nomination.

Under Council Policy 700-46, the imitial fee for processing the Mills Act Program agreement was
set very low, to encourage participation in the program by property owners. Council Policy 700-
46 established a fee of $100 per $100,000 of assesséd property valuation for processing a Mills
Act Program Agreement, though the City Manager’s staff capped the fee at $400. Government
Code Section 50281.1 allows local jurisdictions to “. . . require that the property owner, as a
condition to entering into the contract, pay a fee not to exceed the reasonable cost of
administering this program.”
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Throughout the process of preparing this proposal, staff has diligently analyzed average/typical
time and costs associated with the processing of voluntary nominations and Mills Act Program

.. Agreements to identify an appropriate fee amount. Additionally, following the June 2006

LU&H Committee hearing, staff reassessed the proposed fees to address public comment that the
nomination fee was too high and may chill the public’s interest in historic preservation or may

. make historical designation inaccessible to certain income groups. The current fee proposal
incorporates both increased salaries previously negotiated with the labor union and reduced
processing time resulting from increased efficiencies for processing individual historical
designation nominations. Staff reevaluated the Mills Act components and determined that a
higher level of effort would be required, with an emphasis on monitoring and enforcing the
provisions of Mills Act Program agreements, in order to adequately ensure appropriate
maintenance and treatment of historically designated properties,

The proposed fee of $2,267 consists of the following: $1,185 for the historic designation process;
$590 for the Mills Act Program agreement process; and $492 to be assessed for monitoring with
the initial Mills Act Program agreement and évery five years thereafter (see Attachments 11A,
11B, 11C). The nomination fee of $1,185 is due upon submittal of the nomination. The Mills
Act Program Agreement fee of $590 is due with the property owners request for a Mills Act
Program agreement following the historic designation. The Mills Act Program monitoring fee of
$492 is due upon submittal of a signed and notarized Mills Act Program agreement submitted by
the property owner. An enforcement fee of $949 is also proposed for those expected rare
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nstances when a Mills Act agreoment has heen breeched by the owner and remedies foz

violations are sought (Attachment 11D). This fee would be required as part of an enforcement
action to recover associated City costs.

) Indjvidual Historical Resource Nomination Fee of $1,185 (see Attachment 11A):
Currently the entire cost of processing an individual historical nomination request is
absorbed by the General Fund. Since this process is a service to mdividual property
owners, staff recommends establishing a fze that recoups the average/typical cost of
processing a voluntary nomination. The fee would cover direct costs of City staff to
accept, review and analyze reports, conduct a site visit, and take to an HRB hearing each
request for designation. The fee would also cover the costs of required document
preparation that must be performed for each site upon designation by the HRB.

It should be noted that the applicable LDC section allows an application by any member
of the public, not just by the property owner. Therefore, this fee would be charged to the
actual person or persons submitting the nomination (e.g., neighbors submitting each
others” residences as well as individuals or historical societies submitting someone’s
property without the owner’s support - both rare exceptions to the voluntary nature of thls

program).

Issues with the fee proposal are expressed through a letter from the SOHO, (see
Attachment 12). A meeting was held in May 2006, and many of the same issues arose as
from a May 2004 meeting. Staff took these recommendations seriously; however, after
reviewing the current fiscal situation and conferring with the City Attorney’s office, staff.
cannot support any of these alternative fee proposals. Additionally, in public meetings
where the proposed fee was discussed, there was concern expressed about the negative
impact on the ability for individuals or organizations to make nominations that would
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benefit the general public interest and that the cost may be prohibitive to some. Staff
further reviewed these concepts and, although it is acknowledged that a full cost recovery
fee may result in a disincentive to designation and may make the program unavailable to
all income groups, the possibility of establishing an exemption to the fee or sliding scale,
based on property value, cannot be supported,

It was too difficult to identify those circumstances that could be granted an exemption;
however, there would be no cost if a property were nominated by the Mayor, City
Council, HRB, CCDC, or other City agencies. Properties viewed as benefiting the
general public interest and supporting the General Plan Historic Preservation Element
and community plan goals could be nominated by the City with the cost of processing the
nomination absorbed by the General Fund. Furthermore, staff proposes that the
nomination fee not be applied to the establishment of historic districts and district

" contributors. A sliding scale fee is problematic¢ because the staff cost, associated with
review of high-value properties, is too similar to that of lower-value properties to
establish different fee levels, and basing a fee on property value replicates a tax on the
property and has been successfully challenged as such for other City value-based fees.

Staff also can assist a property owner who is unsure about whether their propcrty isa
likely candidate for designation and who is hesitant to spend $1,185 for the nomination’s
submittal. Upon request, staff spends time, approximately one-half hour, discussing any
site with an owner without charge. This is typically an adequate amount of time for the

- owner and iheir consuitant 10 get a sense of tne property’s physicai characieristics and -
changes and can alert the owner if there are obvious concerns about the property’s ability
to meet the U.S. Secretary of the Interior’s Standards for designation.

Mills Act Program Agreement Fee of $590 (see Attachment 11B}: Under Council
Policy 700-46; the City Council authorizes staff to collect a fee for costs of processing the
" Mills Act Program Agreements. Staff recommends discontinuing the current fee which is
based on assessed property values of record. Alternatively, staff proposes a fee based on
the calculated cost of the actual tasks required to process a Mills Act Program

Agreement. Included in this fee are costs for document preparation, discussions and
Mills Act Program Agreements with property owners, legal Mills Act Program
Agreement signing and review, and recording of the Mills Act Program Agreement (see
Attachment 2 for proposed revisions to Council Policy 700-46 supporting the fee
revision). _

It should be noted that staff’s intent is to amend the Mills Act Program Agreement
document shell and clarify current standard provisions. In addition, staff intends to
include in future Mills Act Program Agreements any specific property improverri ents or
conditions that the HRB or staff identify during the designation process that would assure
that the property would be improved or maintained in 2 condition that warrants the Mills
Act Program Agreement’s property tax reductions. Other jurisdictions granting Mills Act
Program Agreements impose conditions, and staff intends to adopt this practice. Typical
requirements could include assuring visibility of the site from the public right-of-way,
reversing incompatible non-historic improvements, and maintaining key historical
features of the property. Also, included would be the requirement to pay a future
monitoring fee as proposed below. '
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. Mills Act Monitoring Fee of $492 initially and every five years thereafter (see _
Attachment 11C): The purpose of the Mills Act legislation and Council Policy 700-46 is
to encourage property owner reinvestment in historical properties through the use of
property tax savings. A monitoring program is necessary to ensure Mills Act Program
Agreement compliance and proper maintenance of designated properties in accordance
with standards. Staff proposes this program component to assure that there is public
benefit attained in exchange for the foregoing of a portion of a historical site’s normally-
assessed property tax. This fee would be assessed at the time of the initial Mills Act
Program Agreement and every five years thereafter. Payment of this fee would be a
condition of the Mills Act Program Agreement, meaning that non-payment of a future
monitoring fee assessment would constitute violation of the Mills Act Program A greement
and subject it to revocation. Staff would begin the monitoring program with the earliest
contracts and review approximately 200 contracts each year, The monitoring fee for
existing Mills Act Program Agreements would be a requirement of the City’s renewal of
the Mills Act Program Agreement in the year that monitoring is first undertaken. This
means that current property owners of the approximately 200 Mills Act Program
Agreements first entered into with the City would be required to pay the $492 fee or the

" City would issue a non-renewal notice. This would occur each year, addressing the
existing Mills Act Program Agreements in order. It is estimated that each Mills Act
‘contract will be reviewed every five years. This interval, to review a property’s physical
compliance with the requirements of the Mills Act Program Agreement, is expected to be a -
reacnnahle time frame to assure appropriate freatment by property owners of these

- historical resources. Every five years, a new fee and review will be required.

. Staff has also developed an additional fee of $949 that would be charged only in the case
of a violation of the Mills Act Program Agreement (see Attachment 11D). In that
case, staff would need to pursue compliance with the Mills Act Program Agreement, or
process a revocaiiog action.

Application of Fees for Submittals Pending Staff Revig:w

Staff has had authorization to proceed with developing a fee since December 2003, (an LU&H
Committee meeting directive). In addition, the City Council directed development of a fee during
the budget hearings in June 2005. In neither hearing, however, was the issue of how to financially
treat pending requests for voluntary nominations addressed. In order to treat all nominations
equitably, staff proposes that all (approximately 105) pending requests be subject to the new fee. It
is fair that requests contimie to be evaluated and processed in order of submittal, with the longest-
pending requests processed prior to newly-submitted ones. However, given that cost recovery is
now a requirement to support this program, all requests that have not been reviewed and worked on
by staff should be subject to the fee. All nominations currently awaiting staff review were
submitted after January 1, 2007, well after the July 1, 2005 date the City Council directed a fee be
deVeloped and returned for adoption. The City Attorney’s memo, dated March 10, 2005, supports
the City’s ability to apply the designation fee to these waiting nominations.

Unlike development projects typically seen by City decision makers, designation requests
submitted under LDC Section 123.0202(a) are voluntary. Because these requests are not
submitted in order to receive permission to make structural modifications to one’s property, an
applicant or owner may withdraw an application to avoid payment of the fee. There is no penalty
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for withdrawing an application, and there is no mandate for the HRB to go forward with the
designation process if an applicant chooses not to proceed. Property owners may make
modifications to potential historical properties without the need to process a historical designation
if those modifications are consistent with the U.S. Secretary of the Interior’s Standards.

‘The City Council may establish the fee and apply it to pending nominations. Those nominations,
yet to be analyzed by staff as of the effective date of the fee, would need to submit the
nomination fee, as well as the Mills Act Program agreement processing fee and monitoring fee,
in order to complete the Mills Act recordation (the final City step in the property tax reduction
process). If processing of a nomination has been completed, and the site has been designated by
the HRB, then only a revised Mills Act Program agreement fee and a monitoring fee would be
collected.

Timing of Fee Pavment

An additional issue of the timing of fee payment, with a suggestion that it could be paid at the
time of the Mills Act Program agreement, was discussed at the June 2006 LU&H Committee
hearing and previously raised during staff’s outreach and discussion with community
representatives, members of the public, and historical property consultants.

The perceived benefits of a delayed imposition of the fee would be: those who cannot afford the
City’s fee (total about $2,300; initial cost about $1,200) will be kept from having their property
designated and delaying the fee wiil give them confidence that they wili get the future tax relief;
and, individuals may be interested in designation only for preservation of the home, not for the
Mills Act tax relief, and they should not pay if they are only designating for public benefit.

The City Attorney has advised, in a June 17, 2005, memo that “, . . there is no compelling
governmental purpose to warrant charging Mills Act Pfogram Agreement applicants for the cost
of the historical designation process while providing the service at no cost to property owners

. that elect not to apply for a Mills Act Program Agreement.” Staff believes there is a risk in being
able to collect a fee if the HRB denies a designation; owners will not want to pay for a process
where they are not able to proceed to reduce their property tax. In other fee or deposit processes
in the City, an applicant must pay whether a project is approved or denied. The same
requirement should apply here since the same amount of staff work is required to move a
nomination to an HRB hearing. It should be noted that with the current average annual savings
in property taxes of $7,886 and 76 percent of current Mills Act properties receiving more than
$2,500 in annual tax savings, the vast majority of Mills Act recipients will be able to recoup the
proposed designation and Mills Act fees within one year, and 85 percent will recoup $2,000
within the first two years. Savings will continue to accumulate each year.

In the same June 17, 2005 memo, the City Attorney agrees with staff that “cost recovery is best
accomplished by charging the designation applicant at the time of application for designation or
at established stages of the application process, but in either case, before the service is rendered.”
The Urban Form Division does not have the capacity in its budget to carry, or perhaps even
forego, fees for work already performed. However, it may be possible for a historic preservation
‘organization or other nonprofit group to establish a grant or loan program to help homeowners
defer the cost of nomination until after designation. ‘ :
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CONCLUSION

~ As presented herein, staff recommends adopting several reform measures to the Mills Act Program
that would allow the fiscal impacts to be managed, improve the accountability of the Program and
provide cost recovery fees for the processing of designation requests submitted in accordance with
LDC Section 123.0202(a), a Mills Act Program Agreement, monitoring program, and enforcement.
Additionally, staff recommends that the reforms and fees be applied to pending applications and

~ that the fee be required prior to work on each aspect of the program. Additionally, 2 Mills Act

Agreement monitoring program would be established to ensure compliance with the requirements
of individual contracts and the state enabling legislation for the benefit of the public.

ALTERNATIVES

As an alternative to the full cost recovery fee described above, which may result in a barrier to
designation and may make the program unavailable to some economic groups, the City Council
could adopt an alternative fee structure. A pomination fee of only $100 would cover direct City

" costs of noticing, copying, postage, etc. associated with processing a nomination request. This
alternative would include the full cost recovery fees for Mills Act Program agreements ($590),
monitoring of Mills Act agreement compliance (3492 every five years), and Mills Act agreement
enforcement, if needed (§949). Because there would be only nominal fees for nominations, that
aspect of the work program would not be cost recovery and would continue to be paid through
the General Fund. The Mills Act monitoring program would be established under this
alternative, resulting in an overall public benefit by ensuring appropriate maintenance and
protection of these properties. There would be no perceived barrier to designation, with only a
nominal cost to homeowners, the community or a historical group. The program would be
available to all income groups. ‘ :

Another alternative that the City Council could adopt is a fee waiver for economic bardship
when a property owner can satisfactorily demonstrate that their annual income is less than the
Area Median Income. This fee waiver could be applicable to all proposed fees. In these cases

* the cost of the nomination for historic designation and Mills Act program work would not be
recovered and would be paid through the General Fund. The Area Median Income is set by the
U.S. Department of Housing and Urban Development and 1s used by the City for various
programs. This alternative would allow the historic designation process and Mills Act Program
to be available to lower income property-owners.

FISCAL CONSIDERATION:

It is staff’s intention to closely monitor the revenue and costs of this program to ensure that staff
time 1s fully recovered through the fee structure and that the program provides a high quality
service to owners of designated historical resources for the benefit of the public. Adjustments to
the fee schedule and the nomination and Mills Act Program agreement process in the future to
better reflect accumulated experience are a necessary component of the program to ensure
accountability and credibility.

PREVIQUS COUNCIL and/or COMMITTEE ACTION:

In December 2003, Planning Department staff asked the LU&H Committee to support a
moratorium on processing voluntary nominations while staff prepared a fee for the service.
While the LU&H Committee did not approve a moratorium, it did “authorize staff to develop a
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fee proposal” and “to investigate internal re-staffing and volunteer opportunities, and limiting the
number of applications (for designation) accepted per month . . * During review of the Planning
Department’s Fiscal Year 2006 budget, the City Council directed staff to prepare a fee proposal
to recover costs associated with nominations of historical resources submitted by any member of

~ the public.-

On June 21, 2006, the LU&H Committee reviewed the issue of fees for nominations of historical
resources and Mills Act Program Agreements (see Attachment S). After taking testimony and
discussing the issues, the LU&H Committee forwarded the fee proposal to the ful] City Council
without a recommendation but with direction for staff to develop options related to the timing of
a fee and a way to accommodate those property owners who cannot afford to pay the fee.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

In the six months following the initial LU&H Committee direction on the question of fees in
2003, Historical Resources staff met several times with the Policy Subcommittee of the HRB,
and several times with historical resources consultants, community historical societies, and
representatives of the City’s recognized community planning groups. The Policy Subcommittee
of the HRB consistently supported a fee to cover staff processing costs of voluntary nominations.
However, both historical properties consultants and community representatives expressed
concern that any fee, other than a nominal one, would deter property owners who wanted their
properties to be designated as a historical resource from coming forward. Staff met with
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need for more formal inspections of Mills Act properties. The same positions came forward
from consultants and community representatives at a meeting held in May 2006.

~ Staff presented information comparing the City’s overall Mills Act program with other
jurisdictions’ programs and the potential for changes to the HRB Policy Subcommittee during
2006 and 2007. A draft proposal for changes to the City’s program was presented to the Policy
Subcommittee in January 2008. There was much public interest and concern about the proposed
changes expressed at the Policy Subcommittee meeting and to staff and the Mayor’s office
following the meeting. Staff continued to research other jurisdictions’ programs and refine the
proposed changes, considering public input and the City’s desire to increase the effectiveness of
the program and assure compliance with performance requirements. A slightly revised proposal
was presented to the Community Planners Committee in March 2008. Again, concern about the
proposed changes was expressed by the public. In order to provide the broadest public review
and obtain the greatest public input possible, the HRB held two workshops, in April and June
2008. Every owner of a designated historic property or of a nominated property was notified by
mail of these workshops. A very significant number of people attended the workshops. Many
individuals expressed opposition io some or all of the changes being proposed. However, there
was general agreement with changes related to an earlier application deadline, need for tailored
agreements that include appropriate maintenance and/or rehabilitation, an inspection schedule,

and reasonable fees.

In July 2008, the HRB held a public hearing on the proposed Mills Act reforms. As with previous
workshops, every owner of a designated historic property or of a nominated property, historic
consultants, preservation organizations, and others who had expressed interest were notified by
mail of the hearing. There remained strong opposition to any change in the program that would
limit the number of new contracts or add eligibility requirements for new contracts.
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Respectfully submitted,

<
William Anderson, FAICP, De
City Planning & Developm

A &%W
ty Chief ~ Cathy Vv’u&tj:rrovsfd3 Senior Planner
City Planning & Community Investment
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Attachment 1

CITY OF SAN DIEGO, CALIFORNIA

COUNCIL POLICY

SUBJECT: - MILLS ACT AGREEMENTS FOR PRESERVATION OF
HISTORIC PROPERTY
POLICY NO.: 700-46

EFFECTIVE DATE: July 18, 1995 - REVISED (date)

BACKGROUND:

California state law authorizes cities to enter into contracts {“Mills Act Agreements™)
with the owners of gualified historical properties to provide a property tax reduction for
the use, maintenance and restoratior of historically designated properties. “Quatified

Properties” are defined in Government Code Section 50280.1 as: “privately owned
propertv which is not exempt from property taxation and which meets either of the

‘following: {a) listed in the National Register.of Historic Places or.located in a registered

historic district, as defined in Section 1.191-2(b)} of Title 126 of the Code of Federal

Reguiations. Listed in anv state. city. county. or citv and county official register of
historical or archiiecturally significant sites, places, or landmarks.” '

The minimum requirements for a Mills Act Agreement, as mandated by state law include:

1) Minimum eentraet Apreement term of ten (10) years, automatically renewable
. on an annual basis, to be recorded against title to the property and running with

the land, :

2) Owner shall maintain the regulated characteristics of historical significance of
the Historic Site in accordance with the rules and regulations published by the
UL.S. Secretary of the Interior. '

3) Owner must allow reasonable periodic examination of the Historic Site, if a
request is made and by prior appointment, by representatives of the County
Assessor, State Department of Parks and Recreation and the State Board of

Egqualization,

4) City.may cancel the agreement foliowing a duly noticed public hearing if it is
determined that the owner breached any mandatory conditions of the Contract

Agreement.



in 1995, the City Council determined that there was significant public benefit in granting
Mills Act contracts to qualified properties and a City program was established.

.PURPOSE;

This policy is adopted to enable & granting of previde a monetary incentive to the owners
of historically designated properues in the form of a property tax reduction for the
maintenance, restoration and rehabilitation of historic properties within the City of San
Diego. A properly recorded Mills Act Agreement automatically triggers an altemative
method for determining the assessed value of the affected historic property, thus
potentially resulting in significant property tax savings for the owner of the historic

property.

This policy is intended to set the peneral parameters within which the City Council will
allow property tax benefits to be gained by individual property owners who. in exchange,

restore and maintain their historic properties. thus generating a public benefit.

POLICY:

It is the policy of the City of San Diego to foster and encourage the preservation,
_ maintenance, rehabilitation and restoration of historically designated properties, It is

" recognized by the City that & reduction in property taxes afforded by the Mills Act will
serve s a key monetary incentive for citizens to acquire maintain and restore historic
propcrty within the Clty of San D:ego However, it is also recognized that the reduction in
IOpEtY laacs aficcis tie Ciiy's General Fund and in order to understand and manage thig
fiscal impact new Mills Act Agresments shall be subject to the Implementation delineated

below. |

LA

11 is also recoenized that the historic preservation goals of the Milis Act mav overlap and

conflict with the neighborhood revitalization mission, goals, policies and programs of the

Redevelopment Asency of the Citv of San Diepo. Because of the negative impact on tax
increment financing and other measures availahle io promote historic preservation
throueh redevelopment, Mills Act Agreements shall be applied in redevelopment projec
and studv areas as delineated below,

IMPLEMENTATION:

1. Areas Outside of Redevelopment Proiect Areas and Study Areas

The City Manager or designee is authorized to enter inte a Mills Act Agreement with the
owner of g historically designated property. upon application by the owner,_subject to fhe
foliowing: restrictiens
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A) Property Conditons: The eentraet Agreement shall contain the minimum
mandatory conditions required by state law, including. but not limited to,
provisions related to maintenance or rehabilitation of the property. explanation of
conditions for non-renewal or revocation, and requirements for access by

government ofﬁcia]s for owner’s compliance with the Agreement,

Bl Apphcation Deadline: The Ciy wxll recognize and accep! into the Mﬁls Act i meanad No unde'r’-me
‘Program_those properties included on the local San Diepe Register of Historical ' T
‘Resources. The deadline for requesting a Milis Act Agreement. through formal
submirtal of an application shall be March 31% of each vear. The propertv for
which the agreement is requested must have been desiznated z historical resource
bv the ity of San Diego Historical Resources Board at a noticed public hearing
by December 31% of the vear prior to the vear ap a;:reemcnt is requesied,

€} Investment of Tax Sevings: The Mills Act agreement application shall * | Formatted: No underiine

include a 10-vear tailored work plan and shall demonstrate a substantial

investment of the anticipated tax savings into the historic property. Work done
prior to historic desipnation that was necessary to restore or rehabilitate the
property to mee! minimum sequirements for designation, can be included in the
work plan to demornstrate 2 substantial mvestment in the historic property.

D) Property Tax Reduction Threshold: The Citv Menager or des:gm:e shal] : ! Bormatted: Underline i

evaluate the ant:cmatcd tzx_reduction of each auphcanon_ based on the Counrv
Tax Assessor’s formuja. The Citv Manager is authorized to enter inte ail
'arvreemcntq thal collectivelv fall within a threshold of §100.000 projected-
reduction i propenly lax Tovinue W0 e LIy § uenerdl Fund, The appucauons
shall be evaluated and processed in the order received uniij the total projected
reduclion in property 1% revenoe to the City has 'reached $100.000.

E) Exceeding the Thre%hold If in anv calendar vear, the projecied reduction in [ Formatted: Underline: -

property tax revenue to the Citv.from Mills Act Agreement apphcatmm exceeds { Formatted: Underline |
$100.000. the City Manager or desienee shall present those applications to the - : '
Citv Council as part of that vear budget process. The City Council mav avthorize
the processing of Mills Acl Agreements exceeding the $100.000 threshoid by
making a finding that the fiscal health of the City is such that additional reduction
in tax revenue can be supported by the budeet.

If in anv calendar vear. the Drolccted reduction in property tax revenue to the City
from Mills Act Agreement appiications exceeds $100.000. and the Citv Council
dogs not make 2 findinp to authorize the processing of those Apreements, the
m@er‘w owner mav choose 1¢ apply for an Apreement 1 a subsequent vear.

F) Fees: Fees Thc owner shal! pay. in accordance Wlth state law, egradusted : Deleted; B ;

&ﬂé—ﬂ‘e&‘éﬁ‘g—&l&%‘bf“% fea e:tabhshed bv the CIH Cm.mcﬂ to cover lh



Cirv’s reasonable cost of administering the program, including: Mills Act

Apreement preparation, processing. recording, monitoring. and enforcement.
This fee is in addition to g Citv Council-adopted fee for processing historical

nominations submitted i m accordance with 1.and Development Code Section -
‘1"3 0202(a)..

periodic basis by City staff to vcnfy that the sereetare des:gatcd site is being
maintained in weathertight a condition #-aecordunee-with thay meets the U.S,

Secretary of the Interior’s Standards, the Citv of San Diego Land Development
Code. and the specific copditions of the Mills Act Aereemem for the nropeny,

H) Public Benefit: The Owncr must allow or create VlSlblllty of the exterior of the
- structure from the pubhc nght -of- way, .

" 2. Areas Within Redevelopment Project A.reas and Study Areas

Onlv after approval by the Redcvelogrﬁént Agéncy. the Centre Citv Development

Corporation, or the Southeast Economic Development Corporation, the City Manager or

designee is authorized to enter into 2 Mills Act Agreement with the owner of a
historically designated property located within a Rcdevelopmem Pro;ect or Study area,
upon application by the owner, subwct to tha-a ok

provisions of Item 1 above, and the following:

Rcdevelogmcm Studv Areas

Williin a ReGevelopmieil Study Ascn, Milis Act Agrccmcms shal] be permutted in
conformance with this City Council Policy 700-46 and State law requirements,
until adoption of the redevelopment project area. Within the Sherman Heighis
and Grant Hill Historic Districts, however, should they become part of a
redevelopment project area, Mills Act Agreements shall be implemented as in
Itern 1 above. :

Redevelopment Proiect Areas
Within a redevelopment project area, with the exception of the College

Community Redevelopment Project Area, Mills Act Agreements shall be
permitted as follows:

1. Owner-occupied single-family homes (including properties which may have a
second residential unit) shall be ehgible for Mills Act Agreements, in
conformance with this City Council Policy 70046 and state law requirements,

2. All other properuies shall be eligible for Mills Act Agreements, in conformance
with this City Counci! Policy 700-46 and State law requirements, on a case by
case basis and only when all of the following criteria are met:

(1) The property requires rchabilitétion: and
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{2) The owner agrees to rehabiiitate the property in accordance with plans
approved by the Apency; and :

(3) The owner demonstrates that, through a project pro forma which is
independently evaluated by the Agency, that 8 Mills Act Agreement is necessary
to aciveve a financially feasible project, and the Agency concurs that a Mills Act
Agreement is the appropn'ate form of public financial assistance,

No Mill Act Agreement shall be implemented entered nto thhln the College
Community Redcve]opmcnt Project Area.

The City Managcr shall report on annual basis to the City Council, with respect to the
number of Mills Act Agreements executed and the effectiveness of the program. The

form of the report mav be the required Cenified Local Government Annual Report to the

State Office of Historic Preservation which is also forwarded to the City Council.

MILLS ACT AGREEMENT PROCESSING

The City Manager or desienee is authorized fo process a Mills Act Apreement consistent

with this Council Policy and subiject to the following:

(a) Owners of povate property that are subijeg! to property taxation may < | Formatted: Font: 12 pt }
request a Mjlls Aet A,Q‘rc"mcnt from the Citv in purquu of & DIOPerty tax .| Formatted: Buiiets and Numberng |
s=rduriinn in accordence with Govemment Tode Sgotivns 30288 - 55228 '
The prerequisites for a propertv owner seeking a Mills Act Agreement are;

(1 the site is a designated historical resource [either individually - { Formatted: Bullets and Numbering i

desirpated or & contributor to a historical district] on the City's
Register of Historical Resources,.

{2) _ an application has been submitied to the Citv consistent with this
Council Policy. as amended

3 if the site iz in a Redeveiopment Area. the grogem* owner has

obtained approval from an official of the Redevelopment Agency:,
and :

4 all fees established by the City Council have been paid for

processing the historical nomination. processing the Mills Act
Agreement. and the initia] Mills Act monitoring fee.

(b} Upop compietion of items in (a}, the Citv staff shall provide a drafi - | Formatved: Buliets and Numbering |
Agreement to the propertv owner. consisient with this Counci] Policy, as
amended. The propertv owner mav then submit the swned and notarized
Mills Act Asreement for Citv processing.




te)  _ The Agreement shall contain:

(1) conditions imposed by the H:stonca] Resources Board or Citv eraff
that are specific to the submitted propery:

(2) ... 1he propertv awner’'s commitment to a substantial investment of
the tax savings into the mainienance and improvement of the
property as part of a 10-vear work plan and in accordance with the
intent of the state Jaw;

(3 the properly owrner's agreement to complv with the U.S Secretary
of the Interior’s Standards for the Tre:atmcm Historic Proncmes

] and,

{4) the propertv owner's acknowledeement that. in accordance with

slate law. that the Mills Act Agreement mav be revoked for non-
compliance with the Agr cemcm provisions. including pavment of
established fees.

(5) A provision to allow or crcate visibility of the exterior of the
strugture from the public nght-of-wayv;

{d) Cirv staff is authorized to establish cut-off dates for processing of Mills
Act Apreements for that calendar vear, including but not limited to. the
date Citv staff must receive properly sifned and notarized Mills Act

Apreements to allow forwarding to the Countv of San Diseo by the close
- of the calendar vear.

If any provision of Government Code Sections 50280 50290 are amended in the future |

and it conflicts with any provision of this policy, staff is directed to follow state law and
to bring forward an amendment to this Policy or to applicable provisions of the Land

. Development Caode,

CROSS REFERENCE:

: teid Seetion26-0284-st-seq- Land Development Code, Chapter

12, Articie 3. Division 2: Designation of Historical Resources Procedures: Land

Development Code, Chapter 14, Article 3. Division 2: Historical Resources Regulations,
Government Code Sections 50280-etseq - 50290 '

HISTORY:

Adopted by Resolution R-285410 02/27/1995 .
Amended by Resolution R-286051 07/18/1995
Amended by Resolution R-

" Formatted; Bullets and Numbering” -

{ Formatted: Font: 12 pt

e

e ____(‘

Fnrmatted : Buliets and Nurnbenng



Attachment 2
(R-2009-681)

RESOLUTION NUMBER R-

DATE OF FINAL PASSAGE

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN
DIEGO APPROVING THE AMENDMENTS TO COUNCIL
POLICY 700-46 PERTAINING TO MILLS ACT AGREEMENTS
FOR PRESERVATION OF HISTORIC PROPERTY.

WHEREAS, the Mills Act was enacted in 1972 by the State of California to enable local
jurisdictions “to enter into contracts with property owners of qualified historic properties who
actively participate in the restoration and maintenance of their historic properties while receiving

property tax relief;” and
WHEREAS, the Council of the City.of San Diego adopted Council Policy 700-46 in

AT -3 7RI DR : ; . . . .
1855 “a mrovide a monctary incentive tn the numers of historinally dasionated in the farm nf o
T ™

property tax reduction for the maintenance, restoration and rehabilitation of historic properties
within the City of San Diego;” and
WHEREAS, when the Mills Act Program was set up in 1995, a monitoring system was

not established and a program agreement was entered into for a period of ten years, with

automatic renewal each year unless one of the parties proposed to end it; NOW, THEREFORE,

BE IT RESOLVED, by the Council of the City of San Diego, that Council Policy No.
700-46 titled “Mills Act Agreements for Preservation of Historic Property,” pursuant to Land

Development Code Section , is hereby approved with the following

- amendments listed below:

o Add a fiscal threshold of $100,000 new tax revenue reduction to general fund on

an annual basis;

-PAGE 1 OF 3-



- | (R-2009-681)

s * Authorize exceeding the threshold as part of the annual budget process, based on
| findings made by the City Council that the fiscal health of the .City is such that
additional reduction in tax. revenue can be supported; |
* Require a formal a;f)plication process with a deadline of March 31 of each vear
for properties designated by December 31 of previous year;

"« Require the property owner to demonstrate substantial investment of the tax -
savings into the designated historic property through a IO-year tailored work plan
which may include costs of rehabﬂit_aﬁon or restoration of the historic property
nécessa:y to achieve historic desigllatidn; and

» Establish an inspection schedule for mbnftoring of Mills Act Program properties
prior to a néw agreement and cvéry 5 years thereafier prior to the renewal cfate: to
assure compliance with contract requirements

BEIT FURTHER RESOLVED, that the City Clerk is instructed to add the aforesaid to

the Council Policy Manual.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By MJ\W_ Cnmﬁo_,

Marianne Greene
Deputy City Attorney

MQ@G:als
11/18/08
Or.Dept:Plannin
R-2009-681
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I hereby cemfy that the foregoing Resolution was passed by the Council of the City of San
Diego, at this meeting of : : :

ELIZABETH S. MALAND

City Clerk
By
Deputy City Clerk
Approved: ‘
(date) JERRY SANDERS, Mayor
Vetoed: ' ‘
(date) JERRY SANDERS, Mayor
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(R-2009-682)

RESOLUTION NUMBER R-

DATE OF FINAL PASSAGE

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN
DIEGO APPROVING THE FEE SCHEDULE FOR
INDIVIDUAL HISTORICAL RESOURCE NOMINATION,
MILLS ACT PROGRAM AGREEMENT, MILLS ACT
PROGRAM MONITORING, AND MILLS ACT PROGRAM

ENFORCEMENT.
BEIT RESOLVED by the Council of the City of San Diego, that this Council hereby
approves Report No. , & copy of which is on ﬁlc 1n the office of the City Clerk as

Document No. RR- __,and authorizes the adoption of the fees therein proposed.

BE IT FURTHER RESOLVED, that the Council hereby authorizes the

of said fees in the Fee Schedules.

BE IT FURTHER RESOLVED, that the Council hereby authorizes the City Manager to

adjust the Fee Schedule from time to time to recover increases in the administrative costs of the

program.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

%MM_CW
Marianne Greene
Deputy City Attorney

MG:als

11/18/08
Or.Dept:Planning
R-2009-682

I hereby certify that the forecoing Resolution was passed by the Council of the City of San
Diego, at this mcctmg of .

-PAGE 1 OF 2-
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ELIZABETH S. MALAND

City Clerk
By
Deputy City Clerk
Approved:
(date) o JERRY SANDERS, Mayor
Vetoed: ' : -
(date) o JERRY SANDERS, Mayor

-PAGE 2 OF 2-
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This publication has been financed in part with Federal funds from the National
Park Service, Department of the Interior, under the National Historic Preservation
Act of 1966, as amended, and administered by the California Office of Historic -
Preservation. The contents and opinions do not necessarily refiect the views or
policies of the Department of the Interior, nor does the mention of trade names or
commetrcial products constitute endorsement or recommendation by the
Department of the Interior. Under Title VI of the Civil Rights Act of 1964 and
Section 504 of the Rehabilitation Act of 1973, the U.S. Department of the Interior
stricly prohibits unlawful discrimination on the basis of race, color, national
origin, age, or handicap in its federally-assisted programs._ If you believe you
have been discriminated against in any program, activity, or facility as described
above, or if you desire further information, please write to Office for Equal
Opportunity, U.S. Department of the Interior, National Park Serv:c:e Box 37127,
Washington DC 20013-7127.
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Mills Act Property Tax Abatement Program

Purpose of the Mills Act Program

Economic incentives foster the preservation of residential neighborhoods and the
revitalization of downtown commercial districts. The Mills Act is the single most
important economic incentive program in California for the restoration and preservation
of quaiified historic buildings by private property owners.

Enacted in 1972, the Mills Act Iegislatioh grants participating local governments (cities
and counties) authority to enter.into contracts with owners of qualified historic properties
who actively participate in the restoration and maintenance of their historic properties

while recelvmg property tax refief.

Benefits to Local Govemments

The Mills Act aliows local govemnments to design preservation programs to
accommodate specific commumty needs and priorities for rehablhtatlng entl re.

housmg promotlng heritage tourism, or fostering pnde of ownership. Local governments
have adopted the Mills Act because they recognize the economic benefits of conserving
resources and reinvestment as well as the important role historic preservation can play
in revitalizing older areas, creating cultural tourism, building civic pride, and retaining the
sense of place and continuity with the community's past.

A formal agreement, generally known 2s a Mills Act or Historical Property Contract, is
executed between the local government and the property owner for a minimum ten-year .
term. Contracts are automatically renewed each year and are transferred to new owners
when the property is sold. Property owners agree to restore, maintain, and protect the
property in accordance with specific historic preservation standards and conditions
identified in the contract. Periodic inspections by city or county officials ensure proper

‘maintenance of the property. Local authorities may impose penalties for breach of

contract or failure to protect the historic property. The contract is binding to all owners
during the contract period.

b

Benefits to Owners

Owners of historic buildings may qualify for property tax relief if they pledge to

rehabiiitate and maintain the historical and architectural character of their properties for
at least a ten-year period. The Mills Act program is especially beneficial for recent

buyers.of historic properties and for current owners of historic buiidings who have made

major improvements to their properties.

Mills Act Property Tax Abatement Program . 1
OHP Technical Assistance Bulletin #12 :



. Milts Act participants may realize substantial property tax savings of between 40% and

60% each year for newly improved or purchased older properties because valuations of
Mills'Act properties are determined by the Income Approach to Value rather than by the’

standard Market Approach to Value. The income approach, divided by a capitalization
rate, determines the assessed value of the property. In general, the income of an
owner-occupied property is based on comparable rents for similar properties in the
area, while the income amount on a commercial property is based on actual rent
received. Because rental values vary froni area to area, actual property savings vary
from county to county. in addition, as County Assessors are required to assess all
properties annually, Mills Act properties may realize.slight i increases in property taxes
each year.

" Qualified Historic Property

" A qualified historic property is a property listed on any federal, state, county, or city
register, including the National Register of Historic Places, California Register of

Historical Resources, California Historical Landmarks, State Points of Historical interest,

and locally designated landmarks. Owner-occupied family residences and income-
producing commercial properties may qualiify for the Mills Act program.

OHP’s Role : . N |
OHP provides technical assistance and guidance to local governments and property
owners, OHP maintains a current list of communities participating in the Mills Act
program and copies of Mills Act ordinances, resolutions, and contracts that have been
adopted. OHP does not participate in the negations of the agreement and is not a
sugnatory to the contract.”

For Addmonal information
Contact the planning department of the city or county within which the historic property
is located.

California’s four largest cities (Los Angeles, San Diego, San Francisco, and San Jose)
as well as more than 75 other city and county governments have instituted Mills Act
programs. A [ist of communities participating in the Mills Act Program is availabie online
at http://mwww.ohp.parks.ca.cov/default.asp?page id=21412 .

For additional information on the Mills- Act, please contact Maryin Lortie in the Office of
Historic Preservation, PO Box 942896, Sacramento CA 94296-0001, (816) 653-8911,

mlort@ohp parks.ca.oov,

Mills Act Property Tax Abatement Program ' 2
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California State Codes Relating to Mills Act Program

California Government Code, Article 12, Sections 50280 - 50290

50280. Restriction of property use.

Upon the application of an owner or the agent of an owner of any qualified historical
property, .as defined in Section 50280.1, the iegistative body of a city, county, or city and
county may confract with the owner or agent to restrict the use of the property in a
manner which the legislative body deems reasonable to carry out the purposes of this
articie and of Article 1.9 (commencing with Section 439) of Chapter 3 of Part 2 of
Division 1 of the Revenue and Taxation Code. The coniract shall meet the
reqwrements of Sections 50281 and 50282

50280.1. Qualified h:stonc property.

" "Qualified historical property” for purposes of this article, means privately owned

property which is not exempt from property taxation and which meets either of the
following:

(a) Listed in the National Register of Historic Places or located in a registered historic
district, as defined in Section 1.191-2(b) of Titie 26 of the Code of Federal Regulations.
(b) Listed in any state, city, county, or city and county official regtster of historical or

architecturally significant sites, places or Iandmarks _

50281 Reqmred contract prowsnon. _
Any coniract entered into under this article shall contain the following provisions:

{a) The term of the contract shall be for a minimum period of 10 years.

(b} Where applicable, the contract shall provide the following:

(1) For the preservation of the quaiified historical property and, when necessary, o
restore and rehabilitate the property to conform to the rules and regulations of the Office

~ of Historic Preservation of the Department of Parks and Recreation, the United States

Secretary of the tntenors Standards for Rehabilitation, and the State Historical Building
Code.

(2) For the periodic examinations of the interior and exterior of the premises by the
assessor, the Department of Parks and Recreation, and the State Board of Equalization
as may be necessary to determine the owner's compliance with the contract.

{3) For it to be binding upon, and inure to the benefit of, all successors in interest of
the owner. A successor in interest shall have the same rights and obligations under the
contract as the original owner who enterad into the contract. ‘

(c) The owner or agent of an owner shall provide written notice of the contract to the
Office of Historic Preservation within six months of entering into the contract.

Mills Act Property Téx Abatement Program 3
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50281.1. Fees. ‘ .

The legislative body entering into a contract described in this article may require that the

property owner, as a condition to entering into the contract, pay a fee not to exceed the
reasonable cost of admxmsterlng this program.

'50282. Renewal. :
(a) Each contract shall provide that on the anniversary date of the contract or such"
other annual date as is specified in the contract, a year shall be added automatically to

the initial term of the contract unless notice of nonrenewal is given as provided in this
section. If the property owner or the legislative body desires in any year not to renew
the contract, that party shall serve written notice of nonrenewal of the contract on the
other party in advance of the annual renewal date of the contract. Unless the notice is
served by the owner at least 90 days prior to the renewal date or by the legislative body
at least 60 days prior to the renewal date, one year shall automatically be added to the
term of the contract.
(b)) Upon'receipt by the owner of a notice from the legislative body of nonrenewal, the
owner may make a written protest of the notice of nonrenewal. The legislative body
may, at any time prior to the renewal date, withdraw the nofice of nonrenewal.

(c) If the l=gislative body or the owner serves notice of intent in any year not 10 renew

the contract, the existing contract shall remain in effect for the balance of the period
remaining since the ongma! execution or the last renewal of the contract as the case

AL
rriday e

(d) The owner shall furnish the legisiative body with any mformatlon the legislative
body shali requ1re in order to enable it to determine the eligibility of the property

involved.
(e) No later than 20 days after a city or county enters into a contract with an owner

pursuani to this article, the clerk of the legisiative body shall record with the county
recorder a copy of the contract, which shall describe the property subject théreto. From
and after the time of the recordation, this contract shall impart a notice thereof to all
persons as is afforded by the recording laws of this state.

50284. Cancellation.

The legislative body may cancel a contract if it determines that the owner has breached
any of the conditions of the contract provided for in this article or has allowed the
property to deteriorate to the point that it no longer meets the standards for a qualified
historical property. The legislative body may also cancel a contract if it determines that
the owner has failed to restore or rehab:lhate the property in the manner specified in the

contract.

50285. Consultation with state commission.

No contract shall be canceled under Section 50284 unti! after the legislative body has
given notice of, and has held, a public hearing on the matter. Notice of the hearing shall
be mailed to the last known address of each owner of property within the historic zone
and shall be published pursuant to Section 6061.

50286. Cancellation.
Mills Act Property Tax Abatement Program 4
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(a) If a contract is canceled under Section 50284, the owner shall pay a cancellation
fee equal to 121/2 percent of the current fair market value of the property, as
determined by the county assessor as though the property were free of the contractual
restriction.

(b) The cancellation fee shall be pa|d to the county auditor, at the time and in the
manner that the county auditor shall prescribe, and shall be allocated by the county
auditor to each jurisdiction in the tax rate area in which the property is located in the
same manner as-the auditor allocates the annual tax increment in that tax rate area in
- that fiscal year.

(c) Notwithstanding any other provision of law, revenue received by a school district -
- pursuant to this section shall be considered property tax revenue for the purposes of

Section 42238 of the Education Code, and revenue received by a county »

superintendent of schools pursuant to this section shall be considered property tax

revenue for the purposes of Article 3 (commencing with Section 2550) of Chapter 12 of

Part 2 of Division 1 of Title 1 of the Educatson Code, :

- 50287. Action to enforce contract.
As an alternative to cancellation of the contract for breach of any condmon the county,
city, or any landowner may bring any action in court necessary to enforce a contract
-mcludmg, but not limited to, an action to enforce the contract by specific performance or
, injunction. :

50288. Eminent domain. : ,

in the event that property subject to contract under this article is acquired in whole or in
part by eminent domain or other acquisition by any entity authorized to exercise the
power of eminent domain, and the acquisition is determined by the legislative body to
frustrate the purpose of the contract, such contract shall be canceled and no fee shall
be imposed under Section 50286. Such contract shall be deemed null and void for al!
purposes of determining the value of the property so acquired.

50289. Annexation by city.

In the event that property restricted by a contract with a county under this article is
annexed to a city, the city shall succeed to all rights, duties, and powers of the county
under such contract.

50290. Consultation with state-commission.

Local agencies and owners of gualified historical properties may consult with the State
Historical Resources Commission for its advice and oounsel on matters reievant to
historical property contracts.

Mills Act Property Tax Abatement Program 5
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California Revenue ahd Taxation Code, Article 1.9, Sections 439 -439.4 -

439, Historical Property Restrictions; enforceably restricted property.

For the purposes of this article and within the meaning of Section 8 of Article Xill of the
Constitution, property is "enforceably restricted" if it is subject to an historical property
contract executed pursuant to Article 12 (commencing with Section 50280) of Chapter 1
of Part 1 of Division 1 of Title 5 of the Government Code.

438.1. Historical Property; definitions. : , - _
For purposes of this article "restricted historical property” means qualified historical
property, as defined in Section 50280.1 of the Government Code, that is subject to a
historical property contract executed pursuant to Article 12 (commencing with Section
50280) of Chapter 1 of Part 1-of Division 1 of Title 5 of the Government Code. For
purposes of this section, "qualified historical property” includes qualified historical
improvements and any land on which the gualified historical improvements are situated,
as speacified in the historical preperty contract. If the historical property contract does
not specify the land that is to be included, "qualified historical property” includes only
that area of reasonable size that is used as a site for the historical improvements,

439.2, Historical Property; valuation.

When valuing enforceably restricted historical property, the county assessor shall not
consider sales data on similar property, whether or not enforceably restricted, and shall -
value that restricted historical property by the capitalization of income method in the
following manner:

{a) The annual income to be caprtailzed shall be determined as fo!lows

(1) Where sufficient rental information is available, the income shall be the fair rent
that can be imputed to the restricted historical property being valued based upon rent
actually received for the property by the owner and upon typical rentals received in the
area for similar property in similar use where the owner pays the property tax. When
the restricted historical property being valued is actually encumbered by a lease, any
cash rent or its equivalent considered in determining the fair rent of the property shall be
the amount for which the property wouid be expected to rent were the rental payment to
be renegotiated in the light of current conditions, including applicable provisions under
which the property is enforceably restricted.

(2) Where sufficient rental information is not availabie, the income shall be that which
the restricted historical property being vaiued reasonably can be expected to yield under
prudent management and subject to appiicable provisions under which the property is
‘enforceably restricted: '

(3) If the parties to an instrument that enforceably restricts the property stipuiate
therein an amount that constitutes the minimum annual income to be capitalized, then
the income to be capitalized shall not be less than the amount so stipulated. For
purposes of this section, income shall be determined in accordance with rules and

Milts Act Prope&y Tax Abatement Program 5
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_ regulatlons issued by the board and with this section and shall be the difference
between revenue and expenditures. Revenie shall be the amount of money or moneys
worth, including any cash rent or its equivalent, that the property can be expected to
yield to an owner-operator annually on the average from any use of the property
permitted under the terms by which the property is enforceably restricted. Expenditures
shall be any outlay or average annual allocation of money or money's worth that can be
fairly charged against the revenue expected to be received during the period used in
computing the revenue, Those expenditures to be charged against revenue shall be
only those which are ordinary and necessary in the production and maintenance of the
revenue for that period. Expenditures shall not include depletion charges, debt"
retirement, interest on funds invested in the property, property taxes, corporatlon
‘income taxes, or corporation franchise taxes based on income.

(b) The capitalization rate to be used in valuing owner-occupied single family
dweliings pursuant to this article shall not be derived from sales data and shall be the
sum of the following components:

{1} An interest component to be determined by the board and announced no later than
September 1 of the year preceding the assessment year and that was the yield rate
equal to the effective rate on conventional mortgages as determined by the Federal "
Housing Finance Board, rounded to the nearest 1/4 percent,

(2) A historical property risk component of 4 percent. ‘

(3)A component for property taxes that shall be a percentage equal to the es’umated
ioiat 18X rais appll\.-al.m: o e plupclLy Tor tNe assessment ycal limes e dbb!::bblllt':l i
ratio. ’

{4) A component for amortization of the improvements that shall be a percentage
equivalent to the reciprocal of the remaining life.

(c) The capitalization rate to be used in valuing all other restricted historical property
pursuant to this articie shall not be derived from sales data and shall be the sum of the
following components:

(1) An interest component to be determined by the board and announced no later than -
September 1 of the year preceding the assessment year and that was the yield rate
equal to the effective rate on conventional mortgages as determined by the Federal
Housing Finance Board, rounded to the nearest 1/4 percent. ‘

(2) A historical pronerty risk component of 2 percent

(3) A component for property taxes that shall be a percentage equal to the estimated
total tax rate applicable 1o the property for the assessment year times the assessment
ratio.

(4) A component for amortization of the improvements that shall be a percentage
equivalent to the reciprocal of the remaining iife.

(d) Uniess a party to an instrument that creates an enforceable restriction expressly
prohibits the valuation, the valuation resulting from the capitalization of income method
described in this section shall not exceed the lesser of either the valuation that would
have resulted by caiculation under Section 110, or the valuation that woulid have
resulted by calculation under Section 110.1, as though the property was not subject to
an enforceable restriction in the base year.

Mills Act Property Tax Abatement Program 7
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(e) The value of the restricted historical property shall be the quotient of the income
determined as provided in subdivision {a) divided by the capltahzatlon rate determined
as provided in subdivision (b) or (c).

(f) The ratio prescribed in Section 401 shall be appiied to the value of the property
determined in subdivision {d) to obtain its assessed value.

439.3. Historical Property; notice of nonrenewal.

Notwithstanding any provision of Section 439.2 to the contrary, if either the county or
city or the owner of restricted historical property subject to contract has served notice of
nonrenewal as provided in Section 50282 of the Government Code, the county

assessor shall value that restricted historical property as provided in this section.

~ (a) Following the hearing conducted pursuant to Section 50285 of the Government
Code, subdivision (b) shall apply until the termination of the perlod for which the

restricted historical property is enforceably restricted.

- (b) The board or assessor in each year until the termination of the period for which the
property is enforceably restricted shall do all of the following:

(1) Determine the full cash value of the property pursuant to Section 110.1. Ifthe
property is not subject to Section 110.1 when the restriction expires, the value shall be
determined pursuant to Section 110 as if the property were free of contractual
restriction. If the property will be subject to a use for which this chapter provides a -
special restricted assessment, the value of the property shall be determined as if it were
subject to the new restriction.

(2) Determine the value of the property by the capltalszatlon of income method as
" provided in Section 439.2 and without regard to the fact that a notlce of nonrenewal or

cancellation has occurred.

(3) Subtract the value determined in paragraph (2) of this subdivision by capitalization
of income from the full cash value determined in paragraph (1).

(4) Using the rate announced by the board pursuant to paragraph (1) of subdivision

-{b) of Section 439.2, discount the amount obtained in paragraph {3) for the number of
years remaining until the termination of the perlod for which the property is enforceably
restricted. .

(5) Determine the value of the propnrty by addmg the value determined by the
capitalization of income method as provnded in paragraph (2) and the value obtained in
paragraph (4).

{6) Apply the ratios prescribed in Section 401 to the value of the property determined
in paragraph (5) to obtain its assessed value.

439.4.  Historical Property; recordation.

No property shall be valued pursuant to this article unless an enforceable restriction
meeting the requirements of Section 439 is signed, accepted and recorded on or before
the lien date for the fiscal year in which the valuation would apply.

Milis Act Property Tax Abaiement Program ' 8
OHP Technical Assistance Bulletin #12 :



Attachment 4

CITY OF SAN DIEGO, CALIFORNIA
COUNCIL POLICY CURRENT

SUBJECT: MILLS ACT AGREEMENTS FOR PRESERVATION OF HISTORIC
PROPERTY

POLICY NO.: 700-46

EFFECTIVE DATE: July 18, 1995

BACKGROUND:

California state law authorizes cities to enter into contracts (“Mills Act Agreements”) with the owners
- of qualified historical properties to provide a property tax reduction for the use, maintenance and
restoration of historically designated propcmes The minimum requirements for a Mills Act
Agreement, as mandatcd by state law include:

1) Mmlmum contract term of ten (10) years, automatically renewable on an annual basis, to be
recorded against title to the property and running with the land.

2) Owner shall maintain the regulated characteristics of historical significance of the Historic Site
in accordance with'the ruies and regulations published by the Secretary of the Interjor.

3) Owner must allow reasonable periodic examination of the Historic Site, if a request is made
and by prior appomtment. by representatives of the County Assessor, State Department of

™, ) L) 1. Pl - + Pl o)
Towirn nep unam»v—vr\— T T Strria A everwrs oy F ,_..---nu.—a--n-

LTS LU IMTUD e B0C G0 S8 DOUENT Ul COUENLGUIT

4) City may cancel the agreement following a duly notice public hearing if it is determined that '
the owner breached any mandatory conditions of the Contract.

PURPOSE:

This po}icy is adopted to provide a monetary incentive to the owners of historically designated
properties in the form-of a property tax reduction for the maintenance, restoration and rehabilitation of
historic properties within the City of San Diego. A properly recorded Mills Act Agreement
automatically triggers an alternative method for determining the assessed value of the affacted historic
property, thus potentially resulting in significant property tax savings for the owner of the historic

- property.
POLICY:

It is the policy of the City of San Diego to foster and encourage the preservation, maintenance,
rehabilitation and restoration of historically designated properties. It is recognized by the City that a
reduction in property taxes afforded by the Mills Act will serve as a key monetary incentive for
citizens 1o acquire, maintain and restore historic property within the City of San Diego. However, it is
also recognized that the revitalization goals of the Mills Act may overlap and conflict with the -
neighborhood revitalization mission, goals, policies and programs of the Redevelopment Agency of
the City of San Diego. Because of the negative impact on tax increment financing and other measures
available to promote historic preservation through redevelopment, Mills Act Agreements shall be
applied in redevelopment project and study areas as delineated below.

IMPLEMENTATION:

CP-700-46
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CITY OF SANDIEGO,CALIFORNIA  ~[JDRE
COUNCIL POLICY cu NT

1. Areas Outside of Redevelopment Project Areas and Studv Areas

" The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of any
historically designated property, upon application by the owner and subject to the foliowing

restrictions:
A} The contract shall contain the minimum mandatory conditions required by state law.

B) The owner shall pay a graduated processing fee of $100 per $100,000 of assessed value
prorated to actual value, however in no event shall the processing fee exceed the actual cost of

processing and recording the Agreement.

C) A drive by inspection will be performed on a periodic basis by City staff to venfy that the
structure is being maintained in weather tight condmon .

D) The Owner must allow visibility of the exterior of the structure ﬁ'ofn the public right-of-way.

2.. Areas Within Redevelonment Proiect Areas and Studv Areas

The City Manager or designee is authorized to enter into a Mills Act Agrccmcnt with the owner of a

iy ot I .
h}stor:ca!!" "“'-"g““"" property l"""‘"‘”{ within a redew!upu.u... piup\.-ul Of Study aiCa. 'u'ﬁGﬁ

application by the owner, subject to the above restrictions, and including:

Redevelopment Study Areas

Within a Redevelopment Study Area Mills Act Agreements shall be permitted in conformance
with this City Council Policy 700-46 and State law requirements, until adoption of the
redevelopment project area. Within the Sherman Heights and Grant Hill Historic Districts,
however, should they become part of a redevelopment project area, Mills Act Agreements
shall be implemented as in item 1 above. - A

Redevelopment Project Areas

Within a redevelopment project area, with the exception of the College CommunityA
Redevelopment Project Area, Mills Act Agreements shall be permitted as follows:

1. Owner-occupied single-family homes (including properties which may have a second
residential unit) shall be eligible for Mills Act Agreements, in conformancc with this City
Council Policy 700-46 and state law requirements.

2. All other properties shall be eligible for Mills Act Agreements, in conformance with this City
_ Council Policy 700-46 and State law requirements, on a case by case basis and.only when all
of the following cntena are met;

(1) The property rcq‘uires rehabi]itation

(2) The owner agrees to rehabiiitate the property in accordance with plans approved by the
Agency
CP-700-46
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CITY OF SAN DIEGO, CALIFORNIA |
COUNCIL POLICY CURRENT

(3) The ‘owne‘r demonstrates through a project proforma, which is independently evaluated by
the Agency, that a Mills Act Agreement 1s necessary to achieve a financially feasible project,
and the Agency concurs that a Mills Act Agreement is the appropriate form of public financial

assistance.

No Mill Act Agreement shall be implemented within the College Community Redeve]opment Project
Area. .

The City Manager shall report on annual basis to the City Council with respect to the number of Mills
Act Agreements executed and the effectiveness of the program. :

CROSS REFERENCE:

San Diego Municipal Code Section 26.0201, et seq.
Government Code Sections 50280, et seq.

. HISTORY:

Adopted by Resolution R-285410 02/27/1995
Amended by Resolution R-286051 07/18/1995

CP-700-46
Page 3 of 3



Attachment 5
N B S Tre City oF SaN Dieco
RePORT TO THE CiTY COUNCIL
DATE ISSUED: June 14, 2006 C REPORT NO. 06-074
ATTENTION: .Land Use and Housing Committee
' " Agenda of June 21, 2006 '
- SUBJECT: Fees for Nominations of Historical Resources and Mills Act Agreements

REFERENCE: Planning Department Budget hearing of June 13, 2005

REQUESTED ACTION:

The City of San Diego’s historical resources incentive-based Mills Act program has been so
successful that the workload requires a full time staff position. As the Planning Department’s

* General Fund revenue has decreased along with staffing levels, there has been a need to reassess

- whether staff efforts that result In property owners receiving property tax relief in exchange for
maintaining their designated historical resource should be paid for by the General Fund. This

- report discusses a proposal to establish a series of fees to cover the City’s expenses associated
with processing individually submitted historical nominations. Staff is seeking support of the
-Land Use and Housing (LU&H) Committee prior to proceeding to City Council with the fee. !

STAFF RECOMMENDATION:

Support the City Council direction given to the Planning Department at the June 2005 budget
‘hearing and establish cost-recovery fees for: (1) public nominations of individual properties
submitted for historical designation pursuant to Land Development Code (LDC) Section

*123.0202(a) (with certain limited exceptions); (2) Mills Act Agreement processing (revised fee);
and, (3) Mills Act Agreement monitoring in accordance with the historical resource nomination
and Mills Act’ Agreement fee schedule. Amend LDC by amending Section 123.0202(a) and
adding Section 123.0207 (see Attachment 1}, and amend Council Policy 700-46 to reflect a
revised fee (see Attachment 2). Apply the new fee to pending nominations and Mills Act
Agreement requests. Defer adopting fees for processing public nominations of historical districts
until the Historical Resources Board (HRB) completes it review and revision of the Historical |
Districts policy. '

SUMMARY:
BACKGROUND

Designation of a property as a historical resource is a required prerequisite for an owner seeking
a Mills Act Agreement to reduce their property tax assessment. The Planning Department’s



budget does not include a position for this designation or Mills Act program work. In addition,

" the majority of the cost associated with the designation of individually submitted historical

resources is paid for by General Fund revenue. The City of San Diego generally charges a fee to P
a property owner for services.specific to their property. The historical designation nomination

process under discussion is contained in the LDC Section 123.0202(a) where any member of the

public may nominate any property for consideration as a historical resource. While the adopted

LDC regulations allow for an individual’s property to be nominated without their knowledge or

approval, most nominations are made by a property owner for their own property. For this

reason, this report refers to the nomination by any member of the public under LDC Section

123.0202(a) with the commonly used term “voluntary nominations.”

A nomination submitted to the City is a request for an action to be taken by the HRB to designate
a property as a historical resource. Afier designation, a property owner may request a Mills Act
Agreement with the City. The Mills Act Agreement, after being recorded with the county,
usually provides substantial property tax reduction to the property owner. Tax benefits to
property owners vary greatly and depend on property location, size, and comparable rents in the
area based on a formula established by state law. Staff calculates that, within the City, the
average property tax savings for Mills Act r°c1p1ents is 50 percent, varying between 25 perccnt
and 75 percent. This tax benefit, authorized by the state of California in Government Code
Sections 50280-50290, has been available since 1995 within the City through Council Policy
700-46 “Mills Act Agreements for Preservation of Historic Property.” The Milis Act Agreement
is entered into for a period of 10 years, with automatic renewal each year unless one of the
partles proposes to end 1t The C]ty of San D:eco may propose to end the Mills Act Agrecment if
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if other Mills Act Agreement provisions are not met. This property tax reduction is offered
citywide, excluding some redevelopment areas, to owners of qualified properties as a financial
incentive to maintain their designated historical resources. Other financial incentives may be
available within redevelopment areas.

See Proposed New Fees/Voluntary Nomipation Fee addressing the ability for nominations to
be made by someone other than the property owner. It should be noted that nominations for
historical deSIgnanon that are referred to the HRB through the ministerial or discretionary review
process from the vaelopmmt Services department are fully charged for costs associated with
the HRB staff review and processing of the referred, or “non-voluntary,” nomination.

DISCUSSION

Currently there is no charge to individual nominating parties for historical resource designation.
Under Council Policy 700-46, the Mills Act Agreement fee was set very low in 1995 to
encourage property owner participation in the program.- Council Policy 700-46 established a fee
"~ of $100 per $100,000 of assessed property valuation for processing a Mills Act Agreement,
though the City Manager’s staff capped the fee at $400. No fee is charged for the processing of
the historical nomination because the City Council recognized the need to originally entice
property owners to utilize the program.

Based on the very large workload, staff 1s now proposing to recoup the actual costs of processing

voluntary nominations and Mills Act Agreements. The current $400 fee limit for the Mills Act

Agreement 1s lower than the estimated cost of $526, partly because the tasks performed to

complete the Agreement are different than those anticipated in 1995, Government Code Section !



50281.1 allows local jurisdictions to “... require that the property owner, as a condition to

entering into the contract, pay a fee not to exceed the reasonable cost of administering this
program.” Staff"s proposal is to establish a fee that recovers costs for professional and
administrative staff time involved in processing and entering into the Mills Act Agreement.

The cost to process voluntary nominations is currently absorbed by the General Fund.
Reductions in the availability of General Fund revenue to the Planning Department have caused
a review of services that are of direct benefit to property owners, identifying a need to recoup the

cost of those services.

When the Mills Act program was set up in 1995, there was no Mills Act Agreement or
designated-property monitoring system established. Agreements that were entered into early in
the program have now existed for ten years. As previously mentioned, Mills Act Agreements are
entered into for an initial period of ten years, with automatic renewal each year. There is a
responsibility, as Mills Act Agreements are automatically renewed, for the City to assure that a
property remains in compliance with the onginal Mills Act-Agreement requirements since
property owners continue to receive property tax relief intended to assist with maintaining
compliance. Staff believes there is a critical need to secure the necessary resources required to

_implement a monitoring program to assure compliance with agreement provisions and

prcser‘vation of designated properties. Specifically, a monitoring program would require site
visils, agreements record maintenance, and staff review of compliance. :

Within the City of San Diego, the Mills Act has been an exceedingly successful incentive
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of San Diego than in any other Junsdlctnon in the state. See Attachmcnts 5A and 5B fora

- comparative summary of the City’s program and other state jurisdictions’ programs. The City

has recorded with the County Assessor 612 Mills Act Agreements from 1995 through 2005.
Interest in the program remains high and continues to grow.

Proposed New Fecs

State law authorizing the Mills Act program m cmes allows collecnon of “a fee not to exceed the
reasonable cost of administering this program.” Staff’s proposed fees are based on the
reasonable cost of providing a service to a customer. Staff has diligently analyzed
average/typical time and costs associated with the processing of voluntary nominations and Mills
Act Agreements to identify an appropriate fee amount (see Attachments 34, 3B, 3C and 3D).
The proposed fee of $2,360 consists of the following: $1,529 per designation process; $526 per
Mills Act Agreement process; and §30S to be assessed for monitoring with the initial agreement
and every five years thereafter. The nomination fee of $1,529 is due upon submittal of the
nomination, and the Mills Act Agreement and Monitoring Program fees are due upon submittal
of a signed and notarized agreement submitted by the property owner following the designation
hearing. (Please note that while the costs identified in Attachment 3 include some time of a
Deputy City Atiorney, that the City Attorney’s office has issued an April 19, 2006 memorandum
indicating that their expenses for working on these activities are cost-recoverable. Thus, fees
may be adjusted slightly to reflect attorney’s costs on certain fee components. )

e Voluntary Nomination Fee of $1,529 (see Attachment 3A): Currently the entire cost of

processing a voluntary historical nomination request is absorbed by the General Fund.
Since this process 1s a service to individual property owners, staff recommends
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estabhshmg a fee that recoups the averagc/typlca] cost of processing a voluntary
nomination. The fee would cover direct costs of City staff to accept, review and analyze
reports, conduct a site visit, and take to an HRB hearing each request for designation.
The fee would also cover the costs of required document preparation that must be
performed for each site upon designation by the HRB.

It should be noted that the applicable LDC section allows an application by any member
of the public, not just by the property owner. Therefore, this fee would be charged to the
actual person or persons submitting the nomination (e.g., neighbors submitting each
others’ residences as well as individuals or historical societies submitting someone’s
property without the owner’s support - both rare exceptions to the voluntary nature of this

program).

. In public meetings where the proposed fee was discussed, there was concern expressed
about the negative impact upon the ability for individuals or organizations to make
nominations that would benefit the general public interest. Staff proposes that there be 2
fee exception created for certain categories of designations that can be viewed as
benefiting the general public interest and supporting General Plan Historic Preservation
Element and community plan goals. Staff anticipates this category could include -
nominations of resources with communitywide or citywide significance, but would not

- typically include individual residences. If this concept is supported by the LU&H

" Committee, staff will prepare further modifications to LDC Section 123. 0”02(&) for Clty
Councﬂ adoptlon

Staff also can assist a property owner who is unsure about whether their property is a
likely candidate for designation and who is hesitant to spend $1,529 for the nomination’s
submittal. Upon request, staff spends time, approximately one-half hour, discussing any
site with an owner without charge. This is typically an adequate amount of time for the
owner and their consultant to get a sense of the property’s physical characteristics and
changes and can alert the owner if there are obvious concerns about the property’s ability
to meet the U.S. Secretary of the Interior’s Standards for designation.

Mills Act Asreement Processing Fee of $526 (Attachment 3B): Under Council Policy
700-46, the City Council authorizes staff to collect a fee for costs of processing the Mills
Act Agreements. Staff recommends discontinuing the cwrrent fee which is based on
assessed property values of record. Alternately, staff proposes a fee based on the
calculated cost of the actual tasks required to process a Mills Act Agreement. Included in
this fee are costs for document preparation, discussions and agreements with property
owners, legal agreement signing and review, and recording of the agreement (see
Attachment 2 for proposed revisions to Council Pohcy 700-46 supporting the fee
revision).

It should be noted that staff’s intent s to amend the Mills Act Agreement document shell
itself and clarify current standard provisions. In addition, staff mtends to include in

future agreements any specific property improvements or conditions that the HRB or staff
identify during the designation process that would assure that the property would be
improved or maintained in.a condition that warrants the agreement’s property tax
-reductions. Other jurisdictions granting Mills Act Agreements impose conditions, and
staff intends to adopt this practice. Typical requirements could include assuring visibility
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of the site from the public right-of-way, reversing incompatible non-historic
improvements, and maintaining key historical features of the property. Also included
would be the requirement to pay a future monitoring fee as proposed below.

o Milis Act Agreement Monitoring Fee of $305 inifially and every 5 years thereafter
(Attachment 3C): The purpose of the Mills Act legislation and Council Policy 700-46 is
to encourage property owner reinvestment in historical properties through the use of
property tax savings. A monitoring program 1is necessary to ensure agreement
compliance and proper maintenance of designated properties in accordance with
standards. Staff proposes this program component to assure that there 1s public benefit
attained in exchange for the foregoing of a portion of a historical site’s normally-assessed
property tax. This fee would be assessed at the time of the initial Mills Act Agreement
and every five years thereafter, Payment of this fee would be a condition of the Mills Act
Agreement, meaning that non-payment of a future monitoring fee assessment would

* constitute violation of the Mills Act Agreement and subject it to revocation. Staff has not
- yetdeveloped the program to identify how 1o assess this proposed fec to current Mills
Act. Agreemcnt holders. :

-« Staff has also dcveloped an additional fee of $751 that would be charged only in the case
of a violation of the Mills Act Agreement (see Attachment 3D). In that case, staff
-would need to pursue compliance with the agreement, or process a revocation action.

Application of Fees for Submittals Pending Staff Review

Staff has had authorization to proceed with developing a fee since December 2003 (a LU&H
Committee meeting directive). In addition, the City Council directed development of a fee .
during the budget hearings in June 2005. In neither hearing, however, was the issue of how to
financially treat pending requests for voluntary nominations addressed. In order to treat all
nominations equitably, staff proposes that all (approximately 60) pending requests be subject t0
the new fee. It is fair that requests continue to be evaluated and processed in order of submittal,
with the longest-pending requests processed prior to newly-submitted ones. However, given that
Cost recovery is now a requirement to.support this program, all requests that have not been
reviewed and worked on by staff should be subject to the fee. All nominations currently
‘awaiting staff review were submitted after July 1, 2005, i.e., after the date the City Council
directed a fee be developed-and returned for adoption. A City Attorney’s memo, dated March 10, °
2005, supports the City’s ability to apply the designation fee to these waiting nominations.

Unlike development projects typically seen by City decisionmakers, designation requests
submitted under LDC Section 123.0202(a) are voluntary. Because these requests are not
submitted in order to receive permission to make structural modifications to one’s property, an
applicant or owner may withdraw an application 1o avoid payment of the fee. There is no
penalty for withdrawing an application, and there is no mandate for the HRB to go forward with
the designation process if an applicant chooses not to proceed. Property owners may make:
modifications to potential historical properties without the need to process a historical
designation if those modifications are consistent with the U.S. Secretary of the Interior’s
Standards.

The City Council may establish the fee and apply it to pending nominations. Those nominations
yet to be analyzed by staff as of the effective date of the fee would need to submit the
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nomination fee as well as the Mills Act Agreement processing fee and monitoring fee in order to
complete the Mills Act recordation (the final City step in the property tax reduction process). If
. processing of a nomination has been completed, and the site has been designated by the HRB,
then onty a revised Mills Act Agreement fee and a monitoring fee would be collected.

Additional Fee Issues

Additional issues with the fee proposal have arisen during staff’s outreach and discussion with
community rcprescntat]ves members of the public, and historical property consultants. A
meetmg was held in May 2006 and many of the same issues arose as from a May 2004 meeting.
Major issues are expressed through a letter from the Save Our Heritage Organisation (SOHO),-
(see Attachment 4). Staff took these recommendations seriously; however, afier reviewing the
Pianning Department’s fiscal situation and conferring with the City Attorney’s office, staff’
cannot support any of these alternative fee proposals '

. Sildmo scale fee: It has been suggested to staff that rather than estabhshmg a single fee
to be collected from every individually submitted property voluntarily applying for
historical designation, that a sliding scale could be used to charge this fee based on
assessed value or most recent purchase price, whichever is greater. It has been suggested

. that the amount charged could be $200 per $100,000 of assessed value or purchase price,
up to a maximum charge equal to staff’s actual cost to process the application. Staff has
estimated that the typical cost of processing an application for historical designation is
$1,529. Thprefore, under this approach, sites with an assessed value or recent sales pricc
o dpplummdl.m_y 3 .'.JU U0 of gl Ealsl would pay w16 caiculated cost of the actual work
performed by staff or more. Those with assessed value or recent sales price below

£750,000 would pay at a less-than-cost-recovery fee rate.

Staff does not support a sliding scale for several reasons: (1) while the cost of a
consultant-prepared historical report may vary, based on property value because of
potentially higher probability of famous inhabitants or notable architects, the staff cost

. associated with review of high-value properties is too similar to that of lower-value
properties to establish different fee levels; and (2) basing a fee on property value
replicates a tax on the property and has been successfully challenged as such for other
City value-based fees. :

* Payment of all fees at the time of the Mills Act Agreement rather than when a

*  npemination is submitted: It has been suggested (by SOHO and others) that a fee not be
charged at the time of nomination submaittal but instead at the time a Mills Act Agreement is
entered into. 1t was suggested that a submitter of a nomination could sign a statement
committing to paying the nomination fee at the time of submittal of the Mills Act
Agreement, 1.¢., after receiving historical designation status. The perceived benefits of a
delayed imposition of the fee would be: those who cannot afford the City’s fee (components
total about $2,400; up front is about $1,500) will be kept from having their property
designated and delaying the fee will give them confidence that they will get the future tax
relief; and, individuals may be interested in designation only for preservation of the home,
not for the Mills Act tax relief and they should not pay if they are only designating for
public benefit.



Staff’s response is that the City Attorney has advised, in a June 17, 2005, memo that
“_..there is no compelling governmental purpose to warrant charging Mills Act
Agreement applicants for the cost of the historical designation process while providing
the service at no cost to property owners that elect not to apply for a Mills Act
Agreement.” Staff believes there is a risk in being able to collect a fee if the HRB denies
a designation; owners will not want to pay for a process where they are not able to
proceed to reduce their property tax. In other fee or deposit processes in the City, an
applicant must pay whether a project is approved or denied: the same requirement should
apply here since the same amount of staff work is required to move a nomination to an
HRB hearing. It should be noted that staff has calculated that 55 percent of the Mills Act
recipients will be able to recoup $2,000 in designation and Mills Act fees within one
year, and 77 percent will recoup $2,000 within the first two years. Savings will continue

" 1o accumulate each year. '

In the same June 17 memo, the City Attorney agrees with staff that “cost recovery is best
accomplished by charging the designation applicant at the time of application for
designation or at established stages of the application process, but in either case, before
the service is rendered.” The Planning Department does not have the capacity in its’
budget to carry, or perhaps even forego, fees for work already performed,

Refer to the Proposed New Fees/Veluntery Neminstion Fee section to see that staff
offers a free consultation to a property owner who wants to discuss whether their property
is a likely candidate for designation, and to discuss the benefits of designation.

Required Resources

One full time professional staff position 1s necessary to perform the tasks associated with the
program discussed in this report. It is estimated that the designation processing portion of this
program will require approximately 0.5 Full Time Equivalent (FTE) position per year, and the
new Mills Act Agreement monitoring and maintenance component would be approximately
another 0.5 FTE position. As with other positions in the historical resources program, the
Planning Department will seek an individual who meets the standards for staffing a Certified
Local Government program to fill this position.

It is staff’s intention to closely monitor the revenue and costs of this program to ensure that staff
time 1s fully recovered through the fee structure and that the program provides a high quality .

_service to owners of designated historical resources for the benefit of the public. Adjustments to

the fee schedule and the nomination and agreement process, in the future to bener reflec
accumulated experience, are a necessary component of the program to ensure accountability and

credlblhty
CONCLUSION

The City of San Diego greatly values the preservation of its historical resources and
neighborhood character which occurs as a result of the designation of historical properties. Mills
Act Agreements and voluntary nomination opportunities for property owners continue to provide
a mutual benefit for both the City and historic property owners. The City Council has
acknowledged the Planning Department’s lack of resources to continue to support such efforts
and has directed staff to develop a fee proposal. As presented herein, staff recommends adopting
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a conservatively-calculated average fee for the processing of designation requests submitted in
- accordance with LDC Section 123.0202(a), a Mills Act Agreement, and a monitoring program.
Additionally, staff recommends that the fee be applied to pending applications as previously
discussed. Adoption of the complete fee proposal will provide the funding source necessary to
effectively implement thls functlon within the Historical Resources section of the Planning
Department.

While voluntary nomination is a popular component of the historical resources work program,
there are other equally important parts of the program that benefit the City as much as voluntary
nominations do. Other private property-based staff costs typically are paid for by fees or
deposits. The position added by the City Council to the historical resource program for Fiscal
Year 2007 (FY07) will be utilized in work assignments critical to the City’s program overall,
including processing of historical districts. It is not staff’s intent to utilize any significant portion
of the new General Fund posmon for work atmbutable to voluntarily submxttcd historical
nommatlons ' )

Staff is working with the HRB to review and modify the adopted Historical Districts policy. -
Once the revisions are made to this policy, staff will be able to bettcr 1dent1fy how the costs of a
pubhcly-subrmtted historical district should be assessed.

In summary, the 1_,U :H Committee is being ash‘*d to make recommcndatlons {0 the City Council
on the following actions: -
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123.0202(a) to authorize a fee for voluntary nominations, and to add Section 123. 0207

Mills Act Agreements for Preservation of Historic Property.

Revisions to Council Policy 700-46 authorizing the granting of Mills Act tax reductions.

Adoption of a fee for historical nominations submitted under LDC Section 123.0202(a).

Adoption of a revised fee for the cost of processing Mills Act Agreements.

Adoption of a fee to cover staff’s costs of monitoring compliance of property owners

with their Mills Act Agreements.

6. Adoption of a fee that would be charged to propertles that are found to be out of
compliance with their Mills Act Agreement requirements.

7. Inclusion in the fee ordimmance is a provision to apply the nomination fee to those
nominations awaiting review and processing by City staff.

AN

ALTERNATIVE

Do not adopt the nomination or monitoring fees discussed in this report. If fees are not adopted,
this component of the historical resources program will become a General Fund function and
nominations will be processed by staff as time is available. If this alternative is adopted by the,
City Council, staff projects capacity of processing about three veluntary nominations per month.
This capacity does not allow staff to keep up with the average annual number of voluntary
nominations submitted (around 50-60) and the current backlog would be expected to continue to
grow. [fthis alternative is selected, staff recommends that it be clarified by the City Council that
this pace of staff work is appropriate, given that the program would be General Fund supported.
Mills Act Agreement fees would continue to be collected from interested property owners.



Staff does not recommend adopting the fees for only newly-submitted voluntary nominations but
not charging those nominations waiting in the queue, As indicated, the City Attorney has
indicated that a “retroactive” nomination fee is fair treatment for both waiting and future
nominations. ' ' ‘

FISCAL CONSIDERATION:

One full time professional staff position is necessary to perform the tasks associated with the
program discussed in this report. It is estimated that the designation processing portion of this
program will require approximately 0.5 FTE position per year, and the new Mills Act Agreement
monitoring and maintenance component would be approximately another 0.5 FTE position. In
order to include an additional position in the Planning Department budget to oversee the
voluntary nomination/Mills Act program, the cost recovery of expenses must be assured since
the Planning Department has no excess General Fund revenue to support this program. Fees
have been based on expenses for an Associate Planner job classification although the Personnel
Department has not yet classified a position level for this job.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

In December 2003, Planning Department staff asked the LU&H Committee to support a

| moratorium on processing voluntary nominations While staff prepared a fee for the sarvice.
While the LU&H Committee did not.approve a moratorium, it did “authorize staff to develop a
fee proposal” and “to investigate internal restaffing and volunteer opportumtles and hmxtmg the

numbhar ~¥ ﬁﬁ'\‘ (\nhr\ﬂﬁ f{"-“- Aaniomntinm) nnanantad mar manth P Doasisngy rovrars r\""4'1no Dl ~
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Department s Fiscal Year 2006 (FY06) budget, the City Councﬂ directed staff to preparc a fee
proposal to recover costs associated thh nominations of historical resources submitted by any

member of the public.

COMMUNITY PARTICIPATION and PUBLIC OUTREACH EFFORTS:

In the six months following the December 2003 LU&H direction, HRB staff met several times
with the Policy Subcommittee of the HRB, and several times with historical resources consultants,
community historical societies, and representatives of the City’s recognized community planning
groups. The policy subcommittee of the HRB has consistently supported a fee to cover staff
processing costs of voluntary nominations. However, both historical properties consultants (who
themselves charge fees to property owners) and community representatives exprassed concern that
any fee, other than a nominal one, would deter property owners who wanted their properties to be
designated as a historical resource from coming forward. The same positions came forwaird from
consultants and community representatives at a meeting held in May 2006.

Respectfully submitted,
William Anderson, FAICP, Director James T. Waring, Deputy Chief
City Planning and Community Investment Land Us¢ and Economic Development

WARING/ANDERSON/MCCULLOUGH/ah



_Attachments:

1.

2.

3A.

3B.
3C.
3D.
4,

5A.
5B.

Land Development Code, Chapter 12, Article 3, Division 2 with
amendment to Section 123.0202(a) and new Section 123.0207
Revisions to Council Policy 700-46 “Mills Act Agrecments for
Preservation of Historic Property™

Fee Components for Nomination Fee for Applications Submitted by any
Member of the Public Pursuant to LDC Section 123 0202(a)

Mills Act Agreement Processing Tasks

Mills Act Agreement Monitoring Program Fee

Mills Act Monitoring Program Fee/Enforcement

SOHO Letter, dated July 21, 2005 )

Mills Act Savings in the City of San Diego

Historic Preservation Program Informatlon for California Municipalities

Comparison

- 10 -



Mills Act Program Working Drafl

Numerical Eligibility Requirements Applicatinn Mills Act Requirements | Inspection Fees
Limit Deadline Requirements .
Existing No limit All designated propesties eligible (inside RA | October 1 Visibility of the resource | None $100 for every $100k
Program discretionary) and site specific of assessed value, up
) conditions to a jnax of $400
Proposed Annual Limit Designation by December 31™ of previous | March 31 10-year tailored Prior to new $590 for agreement
Program vear and meets at least one of the following -

criteria where granting an agreement would:

1.

substantially contribute to-the
preservalion of a historical resource
threatened by deterioration or
abandonment;

enhance oppoartunities for
maintaining or creating aifordable
housing,

facilitate preservation and
maintance of a property in cases of
economic hardship; or

support substantial reinvestment in
a historical resource and/or
rehabilitation of a historical
buiiding or struciure in an area
where the City is concentrating

agrecinent for every
property to achieve
necessary rehabilitation
or restoration plan;
visibility of resource

apreement and
every 5 years
(prior to renewal
date)

{one time);

$492 moniloring lee
paid at time of
agreement and every
5 years (will be
applied fo existing
agreements at time of
renewal)

$949 enforcement fee
only if needed

HRB Policy Subcommittee 1714/08

revitilization eflorts (cuiside RA)




Mills Act Program Working Drafit*

criteria where granting an agreement would:

substantially contribute to the
preservalion of a historical resource
tlueatened by deterioration or
abandonment;

enhance opportunities for
maimaining or creating a{lordable
housing:

facililate preservation and
maintance of a property in cases of
economic hardship; or

support substantial reinvestment in
a historical resource and/or
reliabilitation of a historical
building or structure in an area
where the City is concentrating
revitilization efforts (outside RA)

property to achieve
necessary rehabilitation
or restoration plan;
visibility of resource

agreement and

‘every 5 years

{ prior to renewal
date)

Nuwinerical Eligtbility Requireiaents Application Mills Act Requirements | Inspection Fees
Limit Deadline Requirements
Existing No limit All designated properties eligible (inside RA | October 1 Visibility of the resource | None $100 for every $100k
Program - discretionary) and site specific of assessed value, up -
, conditions to a niax of $400
Proposed Annual Limit Designation by December 31* of previous March 31 10-year tailored . Prior to new 5590 for agreement
‘Program year and meets at least one of the loliowing agreement for every

{one time);

$492 monitoring fee
paid at lime of
agreement and every
5 years (will be
applied to existing
agreements at time of
renewal) .

$949 enforcement fee
only if needed

* with provisions for “pipeline” nominations submitted prior to effective date of adopted changes (o program

CPC meeting 3/25/2008




DA 5 Attachment 7

THE CiIty oF SanN DiEco

HIcStOFICEiI Resotirces Board

DATE ISSUED: July 18, 2008 REPORT NO. HRB-08-052
ATTENTION: Historical Resources Board
Agenda of July 24, 2008
SUBJECT: ITEM 12 - PROPOSED CHANGES TO THE MILLS ACT
PROGRAM :
DESCRIPTION:  Consider proposcd changes to the current Mills Act program and make

recommendations on the proposed changes to the San Diego City Council.,

STAFF

H

AECOMMEND A TTON

HRB Staff recommends that the Board make the following recommendations to the San Diego
City Council related to the Mills Act Program: -

1. Set an annual fiscal limit for Mills Act agreements based on new revenue loss to the
general fund and do not set an aggregate limit for the total number of Mills Act
agreements.

2. Establish eligibility requirements for new Mills Act agreements and retain current
discretion within Redevelopment Areas. Require hlStOI‘lC designation by December 31 of
the year preceding the application for a Mills Act agreement and require the property
owner to meet at least one of the foliowing criteria where granting an agreement would:
1. substantially contribute to the preservation of a historical resource threatened by

detertoration or abandonment;

2. enhance opportunities for maintaining or creating affordable housing;

Py

City Planning & Community Investment
202 C Street, MS 4A & San Diego, CA 92101-3865
Tel (619) 235-5200 Fax (619) 533-5851



3. facilitate preservation and maintenance of a property in cases of economic hardship;
or, : ‘
4. support substantial reinvestment in a historical resource and/or rehabilitation of a
" historical building or structure.

3 Change the application deadline to March 31 of each year.

4. Add a requirement for a 10-year tailored agreement with annual renewal for every
' property to achieve necessary rehabilitation or implement a restoration plan and retain the
requirement for visibility of the resource from the public right-of-way. T

5. Establish an inspection schedule for monitoring of Mills Act properties prior to a new
agreement and every 5 years thereafter prior to the renewal date. ‘

6. Establish cost recovery fees for implementation of the Mills Act program, as follows:
$590 for agreement (oné time); $492 monitoring fee paid at time of agrccmcnt and every
5 years; and $949 euforccment fee only if needed. '

- BACKGROUND

The Mills Act was enacted in 1972 by the State of California to enable local jurisdictions “to
enter into contracts with p'rop-“rty owners of qualified historic properties who actively participate
in the restoration and maintenance of their historic properties while receiving property tax relief”
(see Attachment 1). The San Diego City Council adopted Council Policy 700-46 in 1995 “to
provide a monetary incentive to the owners of historically designated properties in the form of a
property tax reduction tor the Mainicnancs, Ts5t0Tahon and Tehablitation of AiStoNc propaeitics
within the City of San Diego” (Attachment 2}, The first Mills Act agreement was recorded in
1996. During the past 12 years the number of agreements has increased substantially and the
program is the most active one within the State. As of June 2008, there are approximately 901
effecuve Mills Act acrreemcnts for historic properties within the Clty :

Review of the City’s Mills Act program bcgan in 2004 w1th a focus on changing the fee structure
from a percentage of the property’s assessed value up to a maximum of $400 to a cost recovery
fee that would provide sufficient revenue to the City to pay the cost of the service being offered
in preparation and monitoring of Mills Act agreements. This initial review of the program
included an acknowledgement by the City that sufficient monitoring and inspection of Mills Act
properties was not occurring. While staff observes the conditions of designated historic
properties while conducting site visits for other nominated properties and project reviews, there
is no formal monitoring or inspection procedure. The fee structure developed at this time
included the costs for staff time to monitor existing Mills Act properties along with time to
prepare new agreements. Staff met with preservaton stakebolders several times berween 2004
and 2006 to discuss the fee proposal and need for more formal inspections of Mills Act -
properties.

As part of this process, staff researched how other California cities and counties implemented the
Mills Act. A number of cities, large and small, throughout the State were contacted to obtain
information about their programs. Categories of information included numerical limits,
eligibility requirements, application deadline, contract requirements, inspection requirements,
and fee. The data was compiled and compared to the City’s program. Staff presented
information comparing the City’s overall Mills Act program with other jurisdictions’ programs

e



and the potential for changes to the HRB Policy Subcommittee during 2006 and 2007. A draft
proposal for changes to the City’s program was prcse:nted to the HRB Policy Subcommittee in
January 2008.

There was much public interest and concern about the proposed changes expressed at the Policy
Subcommitiee meetmg and to staff and the Mayor’s office following the meeting. Staff

" continued to research other jurisdictions’ programs and refine the proposed changes considering
- public input and the City’s desire to increase the effectiveness of the program and assure
compliance with performance requirements. A revised proposal was presented to the
Community Planners Committee in March 2008. Again, concern about the proposed changes
was expressed. In order to provide the broadest public review and obtain the greatest public
input possible, the HRB held two workshops, in April and June 2008. Every owner of a
designated historic property or of a nominated property was notified by mail of these workshops.
A very significant number of people attended the workshops. Many individuals expressed
opposition to specific changes being proposed by staff. However, there was general agreement
with some changes related to an earlier application deadline, need for tailored agreements that
include appropriate maintenance and/or rehabilitation, an inspéction schedule, and reasonable
fees. There remains strong opposition to any change in the program that would limit the number
of new contracts or add eligibility requirements for new contracts. Attachment 3 provides a
summary of the issues raised by Board members and the public, the City’s response to the issues
raised, and background information related to the issues.

ANALYSIS

1t is the City’s position that changes to the current Mills Act program are warranted for a number
of reasons. The program was established at a time when the City was not able to regulate the
preservation of historical resources and with only minimal oversight provided for monitoring of
Mills Act properties. The Land Development Code now includes historical resources regulations
and it is understood that formal monitoring of agreements is necessary, There is a desire on the
part of the City to improve accountability of the overall program and to understand and manage
the fiscal impacts of the program on an annual basts. '

Pfoposcd changes are compared to the existing program in Attachment 4. A discussion of the
implementation of each change and the effect of the proposed change on property owners is
included, as well.

Although minimal in overall City budget, staff believes it is important to understand the fiscal
impact of the program and manage it on an annual basis. The current loss is of property tax
revenue io the City’s General Fund is §1,126,073 from Mills Act property valuations. Setting a

" fiscal iimit would not eliminate the program and is not expected to reduce the current level of
new vearly contracts. For example, a limit of $100,000 to $150,000 new loss would result in an
average of 78 t0 118 new contracts yearly. The average number of new contacts annually 1s
approximately 75.

The intent of including eligibility criteria as a requirement for obtaining a Mills Act agreement is
to address other General Plan policies through the directed use of new Mills Act contracts and



prioritize new contracts for properties that are in immediate need of rehabilitation or restoration
efforts; to help to achieve citywide housing needs; in situations when ordinary maintenance of a
historic property is economically prohibitive; and for owners that can demonstrate the tax
savings would support substantial remnvestment in their historic property. '

~ Based on research related to other California Jurisdictions, the City’s stated desire to have a
program that is highly accountable and to understand and manage the fiscal impacts of the
program, staff recommends the HRB make the following recommendations to the City Council:

1. Set an annual fiscal limit for Mills Act agreements based on new revenue loss to the

"~ general fund and do not set an aggregate limit for the total number of Mills Act
agresments.

2. Establish eligibility reqmrements for new Mills Act agreements and retain current

discretion within Redevelopment Areas. Require histeric designation by December 31 of

the year prcced.mg the application for a Mills Act agreemcnt and require the property
owner to meet at least one of the following criteria where granting an agreement would:
1. substantially contribute to the prcscrvanon of a historical resource thredtened by
deterioration or abandonment, :
2. -enhance opportunities for maintaining or creating affordable 1 uousmg,

3. facilitate preservation and maintenance of a property in cases of economic hardship, or,

4. support substantial reéinvestment in a historical resource and/or rehabilitation 'of a

i‘.'.:T.‘.T'u-;'- oiiicding 1 TPV S
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Change the application deadlme to March 31 of each ycar
4. Add a requirement for a 10-year tailored agreement with annual renewal for every

AT

property to achieve necessary rehabilitation or implement a restoration plan and retain the

requirement for visibility of the resource from the public right-of-way.

5. Establish an inspection schedule for momtormg of Mills Act properties prior to a new
agreement and every 5 years thereafter prior to the renewal date.

6. Establish cost recovery fees for implementation of the Mills Act program, as foliows:

$£590 for agreement (one time); $492 monitoring fee paid at time of agreement and every -

5 years; and $949 enforcement fee only if needed. -
CONCLUSION

In conclusion, staff recommends a number of changes to the emstmg Mills Act program to.
1Inprove accoumablh‘q,f and manage the fiscal impact. '

"‘i"fx_f‘*d&ffff».,f:,aw"{n ,

Cathy Wmterrowd
Senior Planmer/Program Coordinator

1. OHP Techmical Bulletin

2. San Diego City Council Policy
-3, Issues Matrix

4. Summary of Existing Program and Proposed Changes Matrix

Attachment;
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This publication has been financed in part with Federal funds from the National
Park Service, Department of the Interior, under the National Historic Preservation
Act of 1966, as amended, and administered by the California Office of Historic
Preservation. The contents and opinions do not necessarily reflect the views or
policies of the Department of the interior, nor does the mention of trade names or
commercial products constitute endorsement or recommendation by the
Department of the interior. Under Title VI of the Civil Rights Act of 1964 and
Section 504 of the Rehabilitation Act of 1973, the U.S. Department of the Interior
strictly prohibits unlawful discrimination on the basis of race, color, national
origin, age, or handicap in its federally-assisted programs. If you believe you
have been discriminated against in any program, activity, or facility as described
above, or if you desire further information, piease write 1o Office for Equal
Opportunity, U.S. Depariment of the interior, National Park Service, Box 37127,
Washington DC 20013-7127.
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‘Mills Act Property Tax Abatement Program

Purpose of the Mills Act Program

Economic incentives foster the preservation of residential nelghborhoods and the
revitalization of downtown commercial districts. The Mills Act is the single most .
important econemic incentive program in California for the restoration and preservat:on :
of qualified historic buildings by private property owners.

Enacted in 1872, the Mills Act legislation grants participating local governments (cities
and counties) authority to enter.into contracts with owners of qualified historic properties
who actively participate in the restoration and maintenance of their historic properties
whiie receiving property tax relief.

Benefits to Local Governmenis

The Mills Act aliows local governments to design preservation programs to
accommodate specific community needs and priorities for rehabilitating entire
neighborhoods, encouraging seismic safety programs, contributing to affordable
housing, promoting heritage tourism, or fostering pride of ownership. Local governments
have adopted the Mills Act because they recognize the economic benefits of conserving
resources and reinvestment as well as the important role historic preservation can play
in revitalizing older areas, creating cultural tourism, building civic pride, and retaining the
sense of place and conthIty with the communlty s past

A formal agreement gene rally known as a Mills Act or Historical Property Contract is
executed between the local government and the property owner for a minimum ten-year
term. Contracts are automatically renewed each year and are transferred to new owners
when the property is soid. Property owners agree to restore, maintain, and protect the
property in accordance with specific historic preservation standards and conditions
identified in the contract. Periodic inspections by city or county officials ensure proper
maintenance of the property. Local authorities may impose penalties for breach of
contract or failure to protect the historic property. The contract is binding to all owners

- during the contract period. -

Beneiits to Owners ‘

Owners of historic buildings may qualify for property tax relief if they pledge to
rehabilitate and maintain the historical and architectural character of their properties for
at least a ten-year period. The Mills Act program is especially beneficial for recent
buyers of historic properties and for current owners of historic buudmgs who have made
major improvements to their properties.

Mills Act Property Tax Abatement Program _ 1
OHP Technical Assistance Bulletin #12 '



Mills Act participants may realize substantial property tax savings of between 40% and
60% each year for newly improved or purchased older properiies because valuations of -
Mills Act properties are determined by the income Approach to Value rather than by the
standard Market Approach to Value. The income approach, divided by a capitalization
rate, determines the assessed value of the property. In general, the income of an
owner-occupied property is based on comparabie rents for similar properties in the
area, while the income amount on a commercial property is based on actual rent
received. Because rental values vary from area to area, actual property savings vary
from county to county. in addition, as County Assessors are required to assess all
properties annually, Mills Act properties may realize siight increases in property taxes
each year.

Qualified Historic Property

A qualified historic property is a property listed on any federal, state county, or city
register, including the National Register of Historic Places, California Register of
Historical Resources, Caiifornia Historical Landmarks, State Points of Historical interest,
and locally designated landmarks. Owner-occupied family residences and income-
producing commercial propertles may qualify for the Mills Act program..

OHP’s Role |

OHP provides technical assistance and guidance to local governments and property
owners, OHP maintains a current list of communities participating in the Milis Act
program and copies of Mills Act ordinances, resolutions, and contracts that have been
adopted. OHF does not participate in the negations of the agreement and is not a

signatory to the contract. -

For Additional Information

Contact the planning department of the city or county within which the historic property
is located.

California's four largest cities (Los Angeles, San Diego, San Francisco, and San Jose)
as welf as more than 75 other city and county governments have instituted Mills Act
programs. A list of communities participating in the Mills Act Program is available online
at http://www.ohn.parks.ca.gov/default.zasp?page id=21412 .

For additional information on the Milis Act, piease contact Maryin Lortie in the Ofﬁce of
Historic Preservation, PO Box 942896, Sacramento CA 94286-0001, (816) 653-891 1,

mlort@ohp.parks.ca.qov.

Mills Act Property Tax Abatement Program _ 2
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California State Codes Relating to Mills Act Program

. California Government Code, Article 12, Sections 50280 - 50290

56280. Restriction of property use. :

Upon the application of an owner or the agent of an owner of any qualified historical
property, as defined in Section 50280.1, the legislative body of a city, county, or city and
county may contract with the owner or agent to restrict the use of the property in a
manner which the legislative body deems reasonable to carry out the purposes of this
article and of Articie 1.9 {commencing with Section 4389) of Chapter 3 of Part 2 of
Division 1 of the Revenue and Taxation Code. The contract shall meet the "
requ:rements of Sections 50281 and 50282

50280.1. Quallﬁed historic property.

. "Qualified historical property” for purposes of this article, means pnvate!y owned

property whlch is not exempt from property taxatlon and which meets either of the
following:

(a) Listed in the National Regzster of Historic Places or located in a reglstered historic
district, as defined in Section 1.191-2(b) of Title 26 of the Code of Federal Reguiations.
(b) Listed in any state, city, county, or city and county official register of historical or

architecturally significant sites, places, or landmarks.

50281. Regquired Contract provision.
Any contract entered into under this article shall contain the following provisions:
.{a) The term of the contract shall be for a minimum period of 10 years.

{b) Where appiicable, the contract shall provide the following:

{1) For the preservation of the quaiified historical property and, when necessary, to
restore and rehabilitate the property to conform to the rules and regulations of the Office
of Historic Preservation of the Department of Parks and Recreation, the United States
Secretary of the Interior's Standards for Rehabilitation, and the State Historical Building
Code,

(2) For the periodic examinations of the interior and exterior of the premises by the
assessor, the Department of Parks and Recreation, and the State Board of Equahzatlon
as may be necessary to determine the owner's compliance with the contract.

(3) For it to be binding upon, and inure to the benefit of, all successors in interest of
the owner. A successor in interest shall have the same rights and obligations under the
contract as the original owner who entered into the contract.

(c) The owner or agent of an owner shall provide written notice of the contract to the
Office of Historic Preservation within six months of entering into the contract.

Mills Act Property Tax Abatement Program ' 3
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50281.1. Fees '

The legisiative body entering into a contract described in this artlcle may requsre that the

~ property owner, as a condition to entering into the contract, pay a fee not to exceed the
reasonable cost of administering this program.

50282. Renewal.

{a) Each contract shall provide that on the anniversary date of the contract or such
other annual date as is specified in the contract, a year shall be added automatically to
the initial term of the contract unless notice of nonrenewal is given as provided in this
section. If the property owner or the legislative body desires in any year not to renew
the contract, that party shall serve written notice of nonrenewal of the contract on the
other party in advance of the annual renewal date of the contract. Unless the noticeis
. served by the owner at least 90 days prior to the renewal date or by the legislative body
at least 60 days prior to the renewal date, one year shall automatically be added to the
term of the contract.

(b} Upon receipt by the owner of a notice from the iegislative body of nonrenewal the
owner may make ‘a written protest of the notice of nonrenewal. The legislative body
may, at any time prior to the renewal date, withdraw the notice of nonrenewal.

_{c) If the legisiative body or the owner serves notice of intent in any year not fo renew
the contract, the existing contract shall remain in effect for the balance of the period
remannlng since the orrglnaf executlon or the last renewal of the contract, as the case
_Ilidy UC

(d) The owner shall furnish the leglslatwe body W|th any rnformatuon the Iegrsiat:ve
body shall require in order to enable it to determine the gligibility of the property
involved.

(e) No later than 20 days after a city or county enters into a contract with an owner
pursuant to this article, the clerk of the legislative body shall record with the county
recorder a copy of the contract, which shall describe the property subject thereto. From
and after the time of the recordation, this contract shall impart a notice thereof to all
persons as is afforded by the recording laws of this state, :

50284, Cancellation. ‘

" . The legistative body may cancel a contract if it determines that the owner has breached
any of the conditions of the contract provided for in this articie or has allowed the
property to deteriorate to the point that it no longer meets the standards for a qualified
historical property. The legisiative body may also cancel a coniract if it determines that
. the owner has failed to restore or rehabilitate the property in the manner specified in the
contract.

50285. Consultation with state commission,

No contract shall be canceled under Section 50284 until after the legislative body has
given notice of, and has heid, a public hearing on the matter. Notice of the hearing shall
be mailed to the last known address of each owner of property within the historic zone
and shall be published pursuant to Section 6061.

50286, Cancellatlon. _
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(a) If a contract is canceied under Section 50284, the owner shall pay a cancellation
fee equal to 121/2 percent of the current fair market value of the property, as
determined by the county assessor as though the property were free of the contractual
restriction.

(b) The cancellation fee shall be paid to the county audifor, at the time and in the
manner that the county auditor shall prescribe, and shall be allocated by the county
auditor to each jurisdiction in the tax rate area in which the property is located in the
same manner as the auditor allocates the annual tax increment in that tax rate area in
that fiscal year.

(c) Notwithstanding any other provision of Iaw revenue received by a school district
pursuant to this section shail be considered property tax revenue for the purposes of
Section 42238 of the Education Code, and revenue received by a county
superintendent of schools pursuant to this section shall be considered property tax
. revenue for the purposes of Article 3 (commencing with Section 2550) of Chapter 12 of
Part 2 of DIVISIOF\ 1 of Title 1 of the Education Code.

50287. Action to enforce contract.

As an alternative to canceliation of the contract for breach of any condition, the county
city, or any landowner may bring any action in court necessary to enforce a contract
including, but not limited to, an action to enforce the contract by specific performance or
injunction.

'50288. -Eminent domain.
in the event that property subject to contract under this artlcle is acquired in whole or in
part by eminent domain or other acguisition by any entity authorized to exercise the
power of eminent domain, and the acquisition is determined by the legislative body to
frustrate the purpose of the contract, such contract shall be canceled and no fee shall
‘be imposed under Section 50286. Such contract shall be deemed null and void for all
purposes of determining the value of the property so acquired.

502898. Annexation by city.

In the event that property restricted by a contract with a county under this article is
annexed to a city, the city shall succeed to all rights, duties, and powers of the county
under such contract. '

50280. Consultation with state commission. -

Local agencies and owners of qualified historical properties may consult with the State
Historical Resources Commission for its advice and counsel on matters relevant to
historical property contracts,

Mills Act Property Tax Abatement Program 5
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California Revenue and Taxation Code, Article 1.9, Sections_ 439-439.4

439, Historical Property Restrictions; enforceably restricted property.

For the purposes of this article and within the meaning of Section 8 of Article XliIl of the
Constitution, property is "enforceably restricted" if it is subject to an historical property
contract executed pursuant to Article 12 {(commencing with Section 50280) of Chapter 1
of Part 1 of Division 1 of Title 5 of the Govemment Code .

- 438.1.  Historical Property; deﬁnltlons L '

For purposes of this article "restricted historical property means quallfed historical’
property, as defined in Section 50280.1 of the Government Code, that is subject to a
historical property contract executed pursuant to Article 12 (commencing with Section
.50280) of Chapter 1 of Part:1 of Division 1 of Titie 5 of the Govemment Code. For
purposes of this section, "qualified histotical property” includes qualified historical
improvements and any land on which the qualified historical improvements are situated,
as specified in the historical property contract. If the historical property coniract does
not specify the {and that is to be included, "qualified historical property” includes only
that area of reasonable size that is used as a site for the historical improvements.

4392, Historical Property; valuation.
When valuing enforceably restricted historical property, the county assessor shall not
consider sales-data on similar property, whether or not enforceably restricted, and shall

- value that restricted historical property by the capitaiization of income method in the

following manner:

(a) The annual income to be capitalized shall be determined as follows:

(1) Where sufficient rental information is available, the income shall be the fair rent
that can be imputed to the restricted historical property being valued based upon rent
actually received for the property by the owner and upon typical rentals received in the
area for similar property in similar use where the owner pays the property tax. When

the restricted historical property being valued is actually encumbered by a lease, any
cash rent or its eguivalent considered in determining the fair rent of the property shall be
the amount for which the property would be expected to rent ware the rental payment to
be renegotiated in the light of current conditions, including apphcabie provisions under
which the property is enforceably restricted.

(2) Where sufficient rental information is not available, the income shall be that which
the restricted historical property being valued reasonably can be expected to vield under
prudent management and subject to applicable provusmns under which the property is
enforceably restricted.

(3) If the parties to an instrument that enforceably restricts the property stipulate
therein an amount that constitutes the minimum annual income to be capitalized, then
the income o be capitalized shall not be less than the amount so stipulated. For
purposes of this section, income shall be determined in accordance with rules and

Mills Act Property Tax Abatement Program 6
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regulations issued by the board and with this section and shall be the difference
between revenue and expenditures. Revenue shall be the amount of money or money's
worth, including any cash rent or its equivalent, that the property can be expected to
yield to an owner-operator annually on the average from any use of the property
permitted under the terms by which the property is enforceably restricted. Expenditures
shall be any outlay or average annual allocation of money or money's worth that can be

- fairly charged against the revenue expected to be received during the period used in

computing the revenue. Those expenditures to be charged against revenue shall be
only those which are ordinary and necessary in the production and maintenance of the
revenue for that period. Expenditures shall not include depietion charges, debt
retirement, interest on funds invested in the property, property taxes, corporation
income taxes, or corporation franchise taxes based on income.

(b) The capitalization rate to be used in valuing owner-occupied singie famlly

- dwellings pursuant to this article shall not be derlved from sales data and shall be the

sum of the following components:

(1) An interest component to be determined by the board and announced no later than
September 1 of the year preceding the assessment year and that was the yield rate
equal to the effective rate on conventional mortgages as determined by the Federal

' Housing Finance Board, rounded to the nearest 1/4 percent.

(2) A historical property risk component of 4 percent.
(3) A component for property taxes that shall be a percentage equa! to the estimated
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ratio.

(4) A component for amortlzatlon of the improvements that shall be a percentage
equivalent to the reciprocal of the remammg life.

(c) The capitalization rate to be used in valuing all other restricted historical property
pursuant to this article shall not be derived from sales data and shall be the sum of the
foliowing components:

(1) An interest component to be determined by the board and announced no later than
September 1 of the year preceding the assessment year and that was the yield rate
equal to the effective rate on conventional morigages as determined by the Federal
Housing Finance Board, rounded to the nearest 1/4 percent, :

(2) A historical property risk component of 2 percent.

(3) A component for property taxes that shall be a percentage equal to the estimated
total tax rate applicable to the property for the assessment year times the assessment
ratio. :

(4) A component for amortization of the improvements that shalt be 2 percentage
equivalent to the reciprocal of the remaining life.

(d) Unless a party fo an instrument that creates an enforceable restriction expressty
prohibits the valuation, the valuation resulting from the capitalization of income method
described in this section shall not exceed the lesser of either the valuation that would
have resuited by calculation under Section 110, or the valuation that would have
resulted by calculation under Section 110.1, as though the property was not subject to
an enforceable restriction in the base year.

*
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(e) The value of the restricted historical property shall be the quotient of the income
determined as provided in subdlvzswn (a)} divided by the capttahzatlon rate determined
as provided in subdivision (b) or (¢). .

'(f) The ratio prescribed in Section 401 shall be applied to the value of the property
determined in subdivision (d) to obtain its assessed value.

439.3. Historical Property; notice of nonrenewal. _

Notwithstanding any: provision of Section 439.2 to the contrary, if either the county or
city or the owner of restricted historical property subject to contract has served notice of
nonrenewal as provided in Section 50282 of the Government Code, the county
assessor shall value that restricted historical property as provided in this section.

(a) Following the hearing conducted pursuant to Section 50285 of the Government
Code, subdivision (b} shall apply until the termination of the period for which the
restricted historical property is enforceably restricted.

(b) The board or assessor in each year until the termination of the period for which the
property is enforceably restricted shall do all of the following:

(1) Determine the full cash value of the property pursuant to Section 110.1. if the
property is not subject to Section 110.1 when the restriction expires, the value shall be
determined pursuant to Section 110 as if the property were free of contractuatl -
restriction. If the property will be subject to a use for which this chapter provides a
specnal restricted assessment the value of the property shall be determined as if it were

Rt
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(2) Determine the value of the property by the capltahzatnon of income method as
- provided in Section 439.2 and without regard to the fact that a notice of nonrenewal or
cancellation has occurred.

(3) Subtract the value determined in paragraph (2) of this subdivision by capltallza’uon
of income from the full cash value determined in paragraph (1).

(4) Using the rate announced by the board pursuant to paragraph (1) of subdivision
(b) of Section 439.2, discount the amount obtained in paragraph (3) for the number of
years remaining until the termination of the period for which the property is enforceably
restricted.

(5) Determine the value of the property by adding the value determined by the
capitalization of income method as provided in paragraph (2) and the value obtained in
paragraph (4).

(6) Apply the ratios prescribed in Section 401 to the value of the property determined
in paragraph (5) to obtain its assessed value.

439.4.  Historical Property; recordation.

No property shall be valued pursuant {o this article unless an enforceable restriction
meeting the requirements of Section 439 is signed, accepted and recorded on or before
the lien date for the fiscal year in which the valuation would apply.
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CITY OF SAN DIEGO, CALIFORNIA
COUNCIL POLICY CURRENT

SUBJECT: MILLS ACT AGREEMENTS FOR PRESERVATION OF HISTORIC
' PROPERTY

POLICY NO.: 700-46
EFFECTIVE DATE: July 18, 1995

BACKGROUND:

California state law authorizes cities to enter into contracts (“Mills Act Agreements™) with the owners
of qualified historical properties to provide a property tax reduction for the use, maintenance and
restoration of historically designated properfies. The minimum requirements for a Mills Act
Agreement, as mandated by state law inblude: '

1) Minimum contract term of tef (10) years automatically renewable on an annual ba515 to be
recorded against titie to the propcrty and running with the Iand '

2) Owner shall maintain the regulated characteristics of hlstorlcal mgniﬁcénce of the Historic Site
in accordance with the rules and regulations published by the Secretary of the Interior.

3) Owner must allow reasonable periodic examination of the Historic Site, if a request is made
and by prlor appointment, by representatw“s of the County Assessor, ‘State Department of

At Siate iy nf R a
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4) City may cancel the agreement followmg a duly notice pubhc hearing 1f it is determined that
the owner breached any mandatory conditions of the Contract. -

PURPOSE: y

This policy is adopted to provide a monetary incentive to the owners of historically designated
properties in the form of a property tax reduction for the maintenance, restoration and rehabilitation of
historic properties within the City of San Diego. A properly recorded Mills Act Agreement
.automatically triggers an alternative method for determining the assessed. value of the affected historic
property, thus potentially resulting in significant property tax savings for the owner of the historic

property.
POLICY:

It is the policy of the City of San Diego to foster and encourage the preservation, maintenance,
rehabilitation and restoration of historically designated properties. It is recognized by the City that a
reduction in property taxes afforded by the Mills Act will serve as a key monetary incentive for
citizens to acquire, maintain and restore historic property within the City of San Diego. However, 1t is
also recognized that the revitaiization goals of the Mills Act may overlap and conflict with the
neighborhood revitalization mission, goals, policies and programs of the Redevelopment Agency of
the City of San Diego. Because of the negative impact on tax increment financing and other measures
available to promote historic preservation through redevelopment, Mills Act Agreements shall be
applied in redevelopment project and study areas as delineated below.

IMPLEMENTATION:
CP-700-46 :
Page 1 of 3



CITY OF SAN DIEGO, CALIFORNIA ‘ '
COUNCIL POLICY CURRENT

1. Areas Outside of Rcdcvc]opment Project Areas and Smdv Areas

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of any
historically desxﬂnated property, upon application by the owner and subject to the following

restrictions:

A)

B)

C)

D)

The contract shall contain the minimum mandatory conditions required by state Jaw.

The owner shall pay a graduated processing fee of $100 per $100,000 of assessed value
prorated to actual value, however in no event shall the processing fee exceed the actual cost of

processing and recording the Agreement.

A drive by inspection will be performed on a periodic basis by City staff to verify that the -

structure is being maintained in weather tight condition.

The Owner must allow visibiiity of the exterior of the structure from the public right-of-way.

2. Areas W!thm Redevelopment Proiect Areas and Study Areag

The City Manager or designee is authorized to enter into a Mills Act Agreement with the owner of a

historically designated property lIncated within a redevelopment proiect or study arca. upon
application by the owner, subject to the above restrictions, and including:

Redevelopment Studv Areas

Within a Redevelopment Study Area Mills Act Avrecménts shall be permitted in conformance

with this City Council Policy 700-46 and State law requirements, until adoption of the
redevelopment project area. Within the Sherman Heights and Grant Hill Historic Districts,
however, should they become part of a redevelopment pro;ect area, Mills Act Agreements
shall be implemented as in item ! above,

Redevelopment Project Arf:as

Within a redevelopment project area, with the exception of the College Community
Redevelopment Project Area, Mills Act Agreements shall be permitted as follows:

1. Owner-occupied single-family homes (including properties which may have a second
residential unit) shall be eligible for Mills Act Agreements, in conformance with this City
Council Policy 700-46 and staie law requirements.

2. All other properties shall be eligible for Mills Act Agreements, in conformance with this City
Council Policy 700-46 and State law requirements, on a case by case basis and on}y when all
of the following crltcrsa are met:

(1) The property requires rehabilitation
" (2) The owner agrees to rehabilitate the property in accordance with plans approved by the
Agency ' .
CP-700-46
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- COUNCIL POLICY

(3) The owner demonstrates through a project proforma, which is independently evaluated by
the Agency, that a Mills Act Agreement is necessary to achieve a financially feasible project,
and the Agency concurs that a Mills Act Agreement is the appropriate form of public financial
assistance. ‘ ‘

CITY OF SAN DIEGO, CALIFORNIA
CURRENT

No Mill Act Agreement shall be implcmentcd‘within the College Community Redevelopment Project
Area, '

The City Manager shall report on annual basis to the City Council with reSﬁecf to the number of Mills
Act Agreements executed and the effectiveness of the program.

'CROSS REFERENCE:

San Diego Municipal Code Section 26.0201, et seq.
Government Code Sections 50280, et seq.

HISTORY:

Adopted by Resolution R-285410 02/27/1995
Amended by Resolution R-286051 07/18/1995

CP-700-46
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Issues Raised on Proposed Mills Act Policy Changes with City Response and Alterna(ives

Issues were raised by homeowners, preservation professionals, Historical Resources Board Members, and general public orally at mieetings and workshops and in writing.
Responses to these issues address the City’s position and provide background on the issue. Allernatives thal couid be implemented Lo address lhe issue are suggesied.

Issue
No.

Issue

Response

Alternatives to Address Issue

HA

#B

#C

1

Why change the existing Mills
Act Policy?

Curren! policy is 12 years old and overall historic
preservalion program has significantly changed,
specifically now have reguiativns and review lor
preservation; prorote Mills Act incentives tor
properties in need of rehabilitation or restoration and in
low and moderate inconie areas; monitoring of
properties to assure comnpliance with contract: {ailored

agreements to show tax savings re-invested in property;

and need to miderstand and manage the fiscal impact
on an annual bagis,

Make comprehensive
changes to focus program on
rehabilitation needs and in
areas of low and moderate
income households, add

‘monitoring requitements,

tailor agreements to each
property, and manage fiscai
impacts of program

Make limited changes to
add moniloring
requirements, tailor
agreements to each

property

Make no changes

How will changes aflect
nominations already submitted?

Revised pulicy can include pipeline provisions for
properties already in process related to an annual limit
and new eligibility requirements. Pipeline provisions
would not apply to the application deadline, Mills Act
requiremenis {lailored agreemenls), inspection
schedule, and {ees.

Pipeline provisions apply to
all designated properties and
all nominations submitted
before efiective date of
policy changes.

Pipeline provisions apply
anly to properties
designated belore
effective dale of pulicy
changes.

No pipeline provisions.

This is the only incentive {or
single family home owners.

HRB Incentives Subcommittee has been established to
address Ueneral Plan policies encouraging use of
incentives.

Increage the number and type
ef non-fiscal incentives at
same time as changes are
made (o Mills Act policy.

Annual limit wili reduce
_protections for historic sites.

Protections provided through historical resources
regulalions would not change. ]

See Alternative BA

Follow changes 1o Mills
Act policy with
additional non-fiscal
incentives.

No new incenlives

See Alternative 8B

See Alternative 8C

Additional eligibility criteria will
eftectively eliminate program
because few if any buildings
would qualify.

Intent of eligibility criteria is to address other General
Plan policies through the direcled use of new Mills Act
contracts and prioritize new contracts for properties
that are in immediate need of rehabiiitation or. )
restoration eflorts: help to achieve citywide housing
needs; when ordinary mainlenance of a historic
property is econoinicatly prohibitive; and that support
reinvestinent in historic property. ]

Require properties Lo meet at
least one of the eligibility
requirements in order to
enler into a new Mills Act
contract

Use the eligibility
requirements to prioritize
issnance of new contracts

.No additional

eligibility requirernents
for Miils Act contracts




Alternatives to Address Issue

Jssue Issue Response _
No. |- . : #A #B #C

6 Proposed [ees are too high. Proposed lees are hest estimate of staff time required to | Full cost recovery with Arbitrary fee that would | Minimal fee and no

complete tasks (:ost recovery lee). segular review and be less than cost recovery | increase in program {no
) - adjustinent based on actua monitoring)
: - : _zosls -

7 Losing important historic Mills Act is an incentive to achieve preservalion of Conservation areas and other | Conservalion areas and Do not address
buildings causes negative itmpact | individual buildings: additional incentives and lools to address other tools to address neighborhood characier
on neighborlwaods. programis are peeded to address retention of neighborlwoed character neighborhood chatacter

neighborhiood character, such as conservation areas needed as part of community | may be implemtented in
with established design guidelines plan updates advance of community
L ) ' | plan updates if warranted |

8 Fiscal impact of Mills Act tax Although minjmal in-overall City budget, importait to | Set an annual fiscal limit for | Set an annual Jimit in the | Set no limit and do not
reductjon is minimal compared | understand the impact and manage it on an annual new revenue loss to the number of new Mills Act | manage the fiscal
to overall benelits of historic basis. Current loss is $1,126,073 yearly to general fund | general fund. For example, & | contracts. For example, a | impact (o the City’s
preservation. : frou 885 Mills Act contracts. limit of $£100,000 to limit of 75 new yeatly general fund

£150,000 new [oss would contracis would resuit in
result in an average of 78 10 | an average new loss to
118 new contracis yearly. the general fund of

| $95,400 yearly

9 | Cost of maintaining historic Mills Act tax reduction helps to ofiset the costs — Limit additional incentives to | Evaluate ability to No new incentives
house is greater than for a non- average savings lo property owners is 37,435 yearly non-fiscal impacits, provide additional fiscal :
historic house. incentives 10 offset

o o . ' L mainienance costs,
10 | Need Lo make sure that low and | Gnidelines have heen prepaied o assist homeowners City take lead in establishing

muderate income neighborhoods
can benetit from the Mills Act
program.

with historic designation process, reducing the costs for
consultauly. Establishing historic disiricts can bring
many more properties into the preservation program
and allow opwners 1o benefit irom the Miils Act.

Nistoric districts in areas with
low and moderale income
househelds and prioritize
new Mills Act contracts for
these owners

Work with non-profits
and create public/private
sponsorship programs {o
support historic
preservation for low and
moderalz income

propeily owners

Dro not priorilize Mills
Act cuntracts for
property owners in low
and moderate income
neighboritoods




Summary of Existing Mills Act Program and Propostd Changes 1o the Mills Act Frogram

Propused Change 1o Mills Act Program ay

Existing Program Ru_tummtndcd by Stalf

implementation of Proposed Change

Aflect of the Proposed Change

Historic Pestgnation
Naminations Submiitted

Historic Peaignation
Nominations Submifted

Existing Mills Act
Agreement property

gller Effective date of priog 1o Effective date owners
Chaoge of Change

Anaal Limit on New Agreements

Set an annual fiscal limit {or new 1evenue
loss to Lhe general fund.

No limits

For example. a limit of $100.000 to $150.000
new loss would resull in an average of 78 to
118 new contrecis yearly. ’

Thete is no aggregale hunit proposed. .

The number of new agreements would be limited annually on a
fiscal basis, 1f more applications wete submitted tian could be
accommodated under the limit, the property ewner would have
the option of applying in a subsequent year.

Annual limils would be
applicable to all propesties
submitted for historic
designation after the
effective date of the change

Annual limits weuld not
apply to Historic
Designation Nominstions
submitted prior to the -
eifective date of the
change.

Anrnual limits would not
apply to existing
agresments.

Eligibility Requirements

All designaled Designation by December 31 of previous

propeties ae eligible | year and meets at least une of the lollowing

{inside Redevelopment | criteria where granting an agreement would:

Area is distigtionaly) I. substantially contribute o the
preservation ol a historical sesource
lhzeatensd by deterioration or
abandonment;

2. enhance opportunities for maintaining
or creating allordable housing,

3. facilitate pieservetion and
maintenance of a property in cases of
econemic hardship; or

4. suppoit substantial reinvestment in a
historical resovrce andfor
rehabilitation of a historical building
of shuctwe

Retain discretion within Redevelupment
Aueas

Histonic designation would have to occur no later then
{>ecember 31 of Lhe year preceding the application lor a Mills
Act agreement and the property owner would be tequired to
demonstraie how a Mills Act agreement would mert at feast -
one of the eligibility requirements. :

|. “Substantially contribute to the preservation of a
historical resource threatened by deteriorativn oy
abandonment.” ‘This iequivement can be mef. by an
owner who purchases an siready designated property
that has not been properly maintained or has been
abandoned by previous owners. Rehabilitation and/or
restotation consislent with the Secretary of the
interior's Standards would be required. This eligibility
requirement would have the highest priority due to the
importance of maintaining and preserving d*signated
histetical resources. 1t is not anticipzled thal many new
agreemenls would meet this requirement.

2. “Enlance opportunilies for maintaining ot c:fating
afTerdable housing.” This eligibility requireinent can
be met by an owner who is participating in an
affordable housing progiam o1 who will inauntain

Eligibility requirements
would be appiicable to
Historic Designation
Mominations submitied
after the effeclive date of
the change.

Eligibility requiremenis
would not apply to
Historic Designalion
Nominations submiited
prior to the effective dale
of the change.

Eligibility requisements
would not apply to existing
agrecments.




Proposed Change to Mills Act Program as

Exisling Program Recommended by Stail

Implementation of Proposed Chang:

Affect of thr Proposed Change

Historic Designation
Nomioations Submitfed
after Effective daie of
Chauge

Historic Dasipoation
Nominations Submitfed
prigr to Effective date
of Change

Eaisting Mills Act
Apreement properiy
owners

affordable wnits throughout the {ife of the ugreement. It
is not anticipated that many new agreements would
meet this 1equirement.

3. “Facilitale preservation and maintenance al'a property
in cases of economic hardship.” This eligibility
teguirement could be met by an owner of eny incofne
level that can demonstrate substantial cost lir necessary
maintenance or rehabilitation of a designaled historical
resource when compared to the property vzlue or other
financia) consideration that would indicate hardship. I
is not anticipated that many new agreements would
meet this requiresnent.

4. “Support substantial reinvestment in a histuvical
resource and/or rehabilitation of a historical building or
structure.” This eligibility requirement could be met by
an osner showing that a substantial portion of their-
anticipated properly tax savings will be reinvested in
the historic property over lime. An estimaln of the
property tax savings ffom the County Tax Assessor's
office and a cost estimate of needed maint2nance,
repaira and/or rehabilitation work would be: needed. It
is anticipaled that most historic preperties would be
eligible for a Milis Act agreement under this eligibility

1equiretneny.

Applicalion Deadline

Oclober 1 of each year | March 31 of each year

To sllew suilicient time [or the fiscal impacts of new
apreements to be included in the annual City budgel process,
owners of histerically designated properties wouldl be required
to submit an application for a Mills Act agreement tio fatey than

This deadiine would apply

| to &It Mills Act

applications.

This deadline would
apply to ali Mills Act
applications.

This deadline would net be
applicabte to properties
with Mills Act agreetnents.

| Mills Act Agreement Requirements

March 31 to be considered that year.

Visibility ol the
resource and site
specilic conditions

10-year 1ailoted agreement witl: annual
tenewal for every propedy to achisve
necessary rehabilitation or restotation pian;
visibility of resource

Owners of designated historic properties would be: required to
include a 1-year maintenance and tehabilitation/testoration
plan at the time of application for a Mills Act agrecment. All
Milis Act properties are required to be visible (iotn the public
right-of-way, This requiiement is not proposed foi change.

These requisements would
apply to properties when
nominations are submited
aller the effective date of

the change.

These requirements
would apply to prapetties
curtently rwaiting review
for designation,

Owners of histeric
properties may be tequited
to include a maintenance or
tehabilitation/restoration

plan at the time of ienewal,




Existing Program

Proposed Change to Mills Act Program as
Recommended by Stall

Insplementation of Proposed Change

Inspection Schedule

Affect of the Preposed Change

Historic Desiguation
Neminations Scbmitied
aller. Effeclive date of
Chanpe

Ilistoric Designation
Nominationy Submitted
prigr to Effective date

Existing Mills Act
Agreement property
owners

of Change

| Tnformal monitoring
cenducled by stafl
during routine site
visits snd in response
1 conumunity
inquiries.

Prior to new agresment and every 5 years .
{prior to renewal date)

1

A formal schedule for inspections and monitoring ¢l Mifls Act
properiies would be established by staif and condusted to
assure comgliarice with the provisions of the agreeinent. Sta{l
would work with property owners to remedy any pioblems
idéntified through the inspection process. A maustinance
and/or rehabilitation/restoration plan may be prepzied as part
of a renewal of an agreement to assure the necessary remedy.

These requirements would
apply to properties when
nominations are submitied
after the effective date of
the change.

These requirements
would apply to properties
currently awaiting review
for designation.

These requirements would
apply to properties with
existing Mills Act
agreements.

Fees

$100 for every $100k
of assessed vaiue, np lo
a max of $400

%590 for agreement (une lime);
$492 monitoring fee paid at ime of
agreement and every 5 vears

$949 enforcement fee only if needed

Following historic designation, a property owner v/ould be
required to pay a one-time Mills Act agreement fer: with their
application. A monitoring fee would be required a1 the time of
regordation of the Mills Act sgreement and every 5 years
theteafter. An enforcement fee of would be requir:d only in
cases of non-compliance with the agreement.

All proposed fees would
apply

Al} propased fees would
apply

Meonitoring [&e would be
applied to exisling
agreements st time of
renewal. Enforcement fee

~would be applied only as

needed.
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STATE OF CALIFORNIA -~ THE RESOURCES AGENCY , ARNOLD SCHWARZENEGGER, Governor

OFFICE OF HISTORIC PRESERVATION
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SACRAMENTO, CA 94298-0001
(11516536624 Fax: (916) 653-9624
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July 23 2008

comments prepared by Shannon Lauchner for the July 24, 2008 Clty of San Diego
Historic Resources Board Meeting on proposed changes to their Mills Act Program.

intro:

Hello. My name is Shannon Lauchner and | am here on behalf of the California Office of
Historic Preservation. | amthe Mills Act Coordinator, and am pleased to be here today to
participate in your hearing on your Mills Act Program. As you well know, despite being a state
law, the Mill's Act is a locally administered program. We have no regulatory role or authority in
the program.. Our job is to advise both local governments and private property owners
participating in, or interested in the Mills Act. During my time coordinating the program at-OHP
| have had the opportunity fo speak with local governments across the state and have gained
a unique statewide perspective on the Mills Act. The variety of programs out there is fairly
dramatnc and should aiso note that we at the State Office have iong applauded the robust
nature of San Diego’s Mills Act Program. We recognize that your local government has led
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+ Separation of Programs and Applications:

As | am sure that you are aware, Wayne Donaidson, State Historic Preservation Officer, and a
long supporter of historic preservation in San Diego, recently sent a letter to Mayor Jerry
Sanders commenting on the San Diego County Grand Jury Report, “History Hysteria.” It was
clear in the report that there was a significant level of misunderstanding, and that the Grand
Jury had both confused and conjoined the designation process with the Mills Act program. He
was extremely concerned that this confusion could jeopardize the integrity of the City's
designation program as a result of efforts made to address perceived revenue loss through the
Mills Act program. After thoroughly and critically reviewing the current propesal for changes to
the City's Mills Act Program our office, along with Mr. Donaldson, strongly supports the
decision to clearly separate the designation and Mills Act processes and applications. The
proposed changes clearly delineate the two programs, thereby preserving the integrity of the
desugnatlon process.

Public Concern & General Comments:

Because of the level of success achieved by the City's Mills Act program | understand that the
public may be concerned about any proposal recommending changes to the program.
However, | can tell you after working closely with participating local governments across the
state that the proposed changes before you today are in fact in Ilne wrth current Mills Act
policies, practlces and industry standards statewide.

San Diego Senator, Jim Mills, sponsored Iegtslatlon that led to California Government Cdde
50280- 50290, estabilishing the Mills Act and created the framework for local and voluntary
programs that offer property tax reduction in exchange for a contractual commitment for the
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rrestoration, rehabilitation, or maintenance of a quaiified historic property. Local governments
can, and do, adopt programs that meet the needs of their historic preservation goals and
community wide goals within the framework established by the state law.

Ogi.nion:

It is the opinion of SHPO Wayne Donaldson and the Office of Historic Preservation that the
proposed changes to San Diego's program do just that for your community. By adopting an
annual fiscal limit for new contracts, estabiishing eligibility criteria, instituting work schedules
for restoration, rehabilitation and maintenance, and setting a timeline for routine inspections a
framework will be established for a program that holds both the City and private property
owners accountable for their actions with regard to Mills Act contracts. The emphasis of the
proposed changes reflects a commitment to the premise that tax savings realized through a
Mills Act contract should be reinvested in the historic resource, which clearly echoes the intent
of the law and serves to further the goals of the active and vital preservation program in the

City of San Diego.

‘We recommend, however, that should the proposed changes be enacted, that the City plan to
reevaiuate the new program framework and limits within the first five years in order to -
determine if the changes have affectively achievad the program goals and the Mills Act
continues to be a strong positive tool for the preservation of San Diego's historical resources,

Thanlk vmre far unor Hma
Thang vyou iorypurime,



Issues Raised o Proposed Mills Act Policy Changes with City Response and Proposed Reforms

The fullowing issues have been raised by homeowners, preservation professionals, HRB Members, and the general public
orally at meetings and workshops and in writing.

Issue

Discussion

Proposed Reform

Why change the ;;i;ting Mills

Current policy is 12 years old and overall historic preservation
program has significantly changed, specifically now have
regulations and review for preservation; promole Mills Act
incentives for properties in need of rehabilitation or restoration
and in iow and moderate income areas; moaitoring of
properties to assure compliance with contract; tailorel
agreements tv show tax savings invested in propeity. and need
to understand and manage the fiscal impact on an annual basis.

Make comprehensive changes to manage fiscal impacts of program; provide
necessary accountability from property owners receiving tax reductions and
from the City in the protection of designated historical pmpcrtles establish
fee to recover the costs of the program

nominations already submitted?

Revised policy can include pipeline provisions for properties
already tn process related to an annual limit and new eligibility
requirements. Pipeline provisions would not apply t the

| application deadline, Mills Act reguirements {iailore

agreements), inspection schedule, and fees.

The final proposed reforms do not include an annual fixed limit to the
number of new agreements or new eligibility requirements. Therefore, no
pipeline provisions are proposed.

This is the only incentive for
single family home owners.

HRB Incentives Subcommittee has been established {0 address
General Plan policies encouraging use of incentives.

it is anticipated that stalf and the HRB will coniinue to work on a number of
non-fiscal incentives inciuding refief fiom some zoning requirements for
historic properties, a transfer of development rights program, and
architectural assistance for historic property owners.

protections for historic sites.

Protections provided through historical resources regulations
would not change.

An anmuval fixed numerical limit for new Mills Act apreements is not
proposed. The number of new agreements would depend on the overall tax
savings and managing those property tax reductions to the General Fund.

Additional eligibility criteria will
effectively eliminate program
because few if any buildings

1ssue
No.
1
Act Policy?
2 How will changes affect
3
4 Annual limit will veduce
5
would qualify.
6

New eligibility requirements are no longer proposed. A -
property owoer wili have to demonstrate a substantial -
investment of tax savings in the historic properly as part of the
proposed tailored 1U-year agreement.

There are no longer any additional eligibility requirements for Mills Act
agreements proposed.

Proposed fees are too hlgh

Proposed fees are best estimate of staff time required to
complete tasks (cost recovery fee).

Full cost recovery fees are proposed, with regular review and adjusiment

based on actual costs.




Issue

No.

Issue

Discussion

Pl’OpDSEll Reform

Losing important historic
buildings causes negative impact
on neighborhoods;

Mills Act is an incentive to achieve preservation of individual
buildings; additional incentives and programs are needed to
address retention of neighborhood character, such as
conservation areas with established design guidelines

Neighborhood character is not addressed through the Mllls Act program or
the proposed reforms.

Fiscal impact of Mills Act tax
reduction is minimal compared
to overall benefits of historic
preservalion.

Although minimal in overall City budget, imporiant to
understand the impact and manage it on an annual basis.
Current loss is $1,134,170 yearly lo general fund frora 90§ -
Mills Act contracis.

Set an annual threshoid for new revenue loss o the general fund of -

-$100,000. This new loss would result in an average of 50 to 75 new

contracts yearly, based on past averages.

Cost of maintaining hisloric
house is greater than for a non-
hisloric house.

Mills Act tax reduction helps to offset the costs — avemge
savings to property owaers is $7,886 to $11,846 yearly, based
on pask averages.

No additional fiscal incentives are bcing proposed as part of the current
Mills Act reforms.

10

Need to make sure that low and
moderate income neighborhoods
can benefit from the Mills Act
program,

Guidelines have been prepared to assist homeowners with

historic designation process, reducing the costs for consullants.

Establishing historic districts can bring many more p1operties
into the preservation program and allow owners to berefit
from the Mills Act.

Alternalives to establishing fuli cost recovery fees for this program are not
proposed. Although not part of the Mills Act program, the City may take
the lead in establishing historic districts in areas with low and moderate
incore households, as staffing permits. 1t is suggested that non-profit
groups support historic preservation for low and moderate income property

——

-owners through a prant or loan program.

-




Summary of Existing Mills Act Program and Proposed Changes to the Mills Act Program

Ex]sl'iug Program

Proposed Change to Mills Act

Program as Recommended by the

Allect of the Proposed Change

" Historiit Designation .
Nominaticirs Submitted after

Hisiorle Deslgl.mtlnn
Nominations Submitted

Existing Mills Act
. Agreement property

Mayor Effective daté of Change prier to Effective date of owWHers
' ' Change
Annual Limit on New Agreement
No limils There is no fixed apnual limit and no The threshold would be “The hreshold would be Annual limits would not

aggregate limit proposed.

Set an annual fiscal threshold for new

revenue foss lo the general {und of
100,000,

applicable ta all properties
submitted for historic
designation afler the effective
date of the change. '

applicable to all properties
submitted for historic
designation prior o the
effective date of the change.

Since this is not a {ixed
annual limit for new
agreements, no pipeline

apply to existing agreements.

Eligibility Reguirements

provigions are proposed,

All designated properties are
eligible with specific
requirements applied to properties
located within Redevelopment
Areas

No change is proposed to eligibility
requirements.

B No change is roposed.

No change is proposed,

No change is proposed.




Existing Program

Proposed Change to Mills Act
Program as Recommended by the
Mayor

Adfect of the Proposed Change

Historic: Designation

Neminations Submitied after

Effective tlate of Change

Historie Designation
Nomigations Submitted
prior to Effective date of

Change -

Existing Mills Act
Agreement property
owbers

Application Deadline

Oclober | of each year

March 31 of each year for properties
designated priof to December 31% of
prior year : ’

This deadline would apply to all
Mills Act applications.

This deadline would apply to
all Miils Act applications.

This deadline would not be
applicable to properties with
Mills Act agreements.

Mills Act Agreement Requirements

Visibility of the resource and sile
specific conditions

10-year tailored agreemnent with annual
renewal for every property to achieve
necessary rehabilitation or restoration
plan and maintenance; agreement must
show substantial investment of tax
savings in the historic property; visibility
of resource

These requirements would
apply to properties when
nominations :tre submitted afler
the effeclive ilate of the change.

These requirements would
apply to properties currently
awaiting review for ’
designation.

Owuers of historic properties
may be required to include a
maintenance or
rehabilitation/restoration
plan at the time of renewal.

Inspection Schedule

Informal monitoring conducled
by slaff during routine site visits
and in tesponse to community
inquiries.

Prior to new agreement and every 5 years
(prior to renewal date)

These requiremenis would
apply to.properties when
nominations ure submitted after
the effective (late of the change.

These requirements would
apply to properties cusrently
awaiting review for
designation.

These requirements would
apply to properties with
existing Mills Act
agreemeils.




-

Alfect of the Proposed Change

Propesed Change to Mills Act Historic Designation Historic Designation - Existing_Mills Act
Existing Program Program as Recommended by the Nominations Submitied afier Nominations Submitted Agreement property
Mayor Effective date of Change prior to Effective date of owners
~ Change :
KFees
3100 for every $100k of assessed | $1.185 individual nominatjon fee for Al propose] fees would apply | All proposed fees would Monitoring fee would be

value, up to a max of 3400

historic designation

£59¢ for agreement (one time);
$492 monitoring fee paid at lime of
agreement and every 5 years

$949 enforcement {ee only if needed

apply

applied to existing
agreements at time of
rencwal, Enforcement (ee
would be applied only as
needed. '




Attachment 11-A

INDIVIDUAL HISTORICAL RESOURCE NOMINATION

FEE SCHEDULE
(LAND DEVELOPMENT CODE SECTION 123.0202(a))

Tntake 038 52,00
File preparation - 0.3 19.50
Initial review/Completeness Check 1.2 116.40
Field check 1.2 | 124.00
Agenda item ' 0.4 42.60
Docket review 0.7 80.30
Staff report : 1.9 191.90
Hearing notice ' o 0.4 . 29.20
Distribution ' ’ 0.9 68.10
Graphics preparation 04 38.80
HRB Hearing ] 19 205.60
Action letter 0.3 . 19.50
Resolution preparation . 1.1 A £8.40
Minutes 0.4 31.10
File close out 0.2 _ 13.00
Update Register . 0.3 24.60
Sub-Total ILS 1145.00

Printing costs per item: - 40.00
| Total 11.5 $1185.00

Note: tasks may require a combination of professional and administrative staff
time.

5/4/2007



Attachment 11-B

MILLS ACT PROGRAM
AGREEMENT FEE SCHEDULE

L ?wﬁw!%g@@m%

: ; 0 S TSt Timet o3 smiDollarss
Receive and log apphcatlon 0.2 [ 13.00
Pull designation file o 0.2 13.00
Staff field check ’ 0.6 58.20
Obtain ownership/parcel information - 0.2 T 13.00
Meeting with owner to discuss agreement 1.75 179.25
Prepare tailored agreement 0.8 T 20
Prepare cover letter, copy and mail agreement ‘ 0.3 19.50
Log agreement (sent and rcceivéd) . _ , 0.2 13.00
Deputy Directér review and sign agreement ' _ 0.2 35.40
Notarize agreement and cal;ry to DCA for signature - 0.3 19.50
Deputy City Attorney review and sign ' 0.3 | 39.60
Biliing log, send and receive County Recorder | 0.3 16.50
.Copics to Tax Assessor, Owner and File_ ' 1.1 71.50
Sub-Total | 6.45 $565.65

County Recorder's recordation fee - average ' | $25.00
Total: " _ $590.65

*Note: tasks may require a combination of professional and administrative staff time

5/4/2007



. Attachment 11-C

MILLS ACT PROGRAM
MONITORING FEE SCHEDULE

ol Cost T

Review Fxle/Agrcemcnt . 124.00
Field Check 0.6 58.20
Conditions Assessment 0.7 67.90
Recommendation Review 1.5 155.00
Designation file update/letter to owner 0.6 . 5820
Database Update 0.3 20.10

‘Total 3.8 - $492.40

5/4/2007



MILLS ACT PROGRAM

ENFORCEMENT FEE SCHEDULE

(AS NEEDED)

Total Hours:

LS me s i
0.8 81.40
Restoration Plan 4.0 410.80
Meetings & Correspondence 2.0 209.20
Action Letter 1.0 100.80
Follow up field review l.é 127.80
Database update 0.2 19.40
9.2 $949.40

Attachment 11-D

*Note: tasks may require a combination of professional and administrative staff

time

5/4/2007



Attachment 12
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July 21, 2005

HONRD OFDIRECTORS HRE COST-RECOVERY FEE PROPOSAL

Beth Montss, President: I

Peer Jesipatl I, Fice Presidnt -| 2Xdsting Code: | ‘
o Megee Tt | Califorriia Govermment Cods, Aricle 12, Sections 50280 - 50290
Lo Peapies, Secreery 50281.1. Fees. |

Erik Agneon, Ex Qfficio

s m-::t .nf gdmlmmfgﬂnn '}hu: nmmram

nay m:nhi 10 Pwpﬂd«fhﬂ-éhﬂ_,. =nle

| SAN DIEGO COUNCIL POLICY. CP-700-45

f B} The awner shiall pay & graduated processing fee of 100 per F100.000 of assessed

Michael Kelly
Ban?ﬁaw " vaitue prorated towema! vatus, however th n evenishall the processing fee exeeed
Carmen: Pauli- ' " he ucivs! eustof processing end recording the Agrerment.

Cisopher Fro

Tim Rudolph -

Dravid Swarcns

Brace Coans. may redgtiire fbat ﬁ:e pmpedyQomar, asa cand’;bnn to entermg mﬁa the

Execusive Direcior | contract, pay = fee not to exceed the, reesanable cosl of administering
this program.

T}m ,cast of admfms;tenqgﬁm program includes, but-is not linyited to,
r : esignation.: reguest: g&na.rﬁ!:g £faf¥; reports,

lormor ot ant ;Mlamng @ -on the condition. of Mills
- Act pmparﬁes P ensure the properiy owner's mmptmnce with Mills
Act con#anﬁmquimmanﬁs.‘

* it seems. most: eﬁimant 1o Iave actual numbers and: datlar values out of the policy-wording
itself. ‘Staf memos shouid suffice to detall the: reasonahie costs.  This.strustare would atiow
for fee increases as esonemic conditions and imbof costs change without. having to
implement.a policy change, thus-ensuring the financial heatth of the department.
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p.2

The memo discussing the reasonabie cost to admmlster the program and when those
costs wouid be: racavered could be outlined as folibws:

ﬂmh - :
" as skawn an es::mw "n‘acwnents, witichever is:g

;ﬁgam*' L

2. The:cost te«gener&te thﬂ Mills Aot chitract 57d B
the: Guunty mmnenﬂy $ Pmpsﬁy awnerswﬂ _pay th:s t:ust asJa gne.—t{me fiatfee,

3. The: pm;eateﬂ castto,maaﬂmr leis Anycmﬂraet! ‘:;f‘rllpllamﬁe is: mcuﬁ‘ing and expected to-cost

Of':fsﬂpeciai ‘Note:

It shmuldﬁbe ffemambered thatthisis.a ﬂmnluuef- rogram.. There =JS'1nD*-EIthBI opportunity ke that
: wise 10 any other fee-
in :mdwnaua“i crﬁzen

There will bé ho property owners commg Tamard:‘w:th d:sgmnﬂad afgumerits against the fee
caiculation because they will be recouping- all thelr feﬂ costs within 1he first- 1-2 years after the
Mills Act X savings is i’ plaoe
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'Crttzens in discussion, arbltratlon and/or iitigation involving fees in other depariments will not -

_ongoing fiscal heaith for the! HRB: department ‘as-opposed 1o

* Some:.may argue thatthis’ formula falls apart .when
“of demgnateﬁ- but not estabﬁshed irito “the

be able to use: this program as precedem 1o support, their-actions since this process is unlike
any- ather in terms- of the: ongmng bensfit-received by participants,

Structuring the costarecovery méthod in the manner propesed has the capability. of ensunng
t¥ees calied ottin hard and fast

pahcy language which will-always be’ 1osmg graund due to infiatior and” mcreased tdbor costs.

The wilectmn of a large; fiat, upfrant Teview fee is seen as:a'barner 1o. demgnatuon far some

.fee’ wouid ‘be collectéd
: -«rme =,..vp!zua'ats ‘woulld-be 'unableto

'propeﬂy ownem smce lt i8 the. =same forﬁ-;al} applicants. regardlnss ofthe walue of their property,

| 8. pmpen‘.y is reviewed, but.not: desngnabed
iMill -program.. Those ‘situafions-will -otcur,
though not:ve nﬁen Mc:st structures,..vo yrtarily submrtted for- des:gnaﬁon about 9O5%, are
successful!y Iecogmzsd and enlisted in the:Mills Act.

One other financial benefit to the HRB is that, under the- pmposed system, property .owners
within historic disticts: en’tenng intd Mills . Act .conitracts would pay the samefess as-owners of
mdmdually landmaﬁ(ed buildings, whether or not the structures werfe: reoently \dESigl"latEd So,
the new-ownér.of a hoeme. desrgnated 20 yéars: ago ‘ag part ofa ms‘tnct biit-upon which there
had never been an actfve ‘Milis Act: cmrﬂraat would pay this: preposed cost-recovery fee:

Based on my experience: with historic property. ‘owners and as a recipient of Mills Act tax
savings myself; | can absalute!y assure you' that this. proposed method of colieciing review, Milis
Act,, and monitoring fees. will wiork, and Wwork ‘well, Property owners will .gladly pay the fees
ather than face the dzsbandmg of the program:or the prospect of ancthermissed Wills Act cycle
whiile languishing on the waiting list — a list made long dué 1o the inability of the department to
adequately provide staff due to budget issues.

Regpectfully Submitted,

Beth Montes '
President, Save Our Heritage Orgamsatson
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THE CitYy oF SAN DIEGO

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: November 21, 2008 IBA Report Number; 08-119

City Council Meeting Date: November 24, 2008
Iltem #: 202

Mills Act Program Reforms and Cost
Recovery Fees

OVERVIEW

wnnloma A INNO $lan M4y A <11
On Monday, November 24, 2008 the City Council will be asked to approve amendments

to the Land Development Code and Council Policy 700-46 “Mills Act Agreements for
Preservation of Historic Property,” to reform the City’s Mills Act Program. The City
Council is also asked to implement cost recovery fees for the administration of the
program.

The Mills Act was enacted in 1972 by the State of California to enable local governments
to enter into contracts with owners of qualified historic properties who actively
participate in the restoration and maintenance of their historic properties while receiving
property tax relief. The State of California’s Office of Historic Preservation identifies the
benefits to the local government of having a Mills Act program as the “conserving of
resources and reinvestment as well as the important role historic preservation can play in
revitalizing older areas, creating cultural tourism, building civic pride, and retaining the
sense of place and continuity with the community’s past.” Mills Act contracts are
between the property owner and the local government granting the tax abatement. Each
local government establishes their own criteria and determines how many contracts they
will allow in their jurisdiction.

In 1995 the City of San Diego established a Mills Act program. In their November 18,
2008 (Report # 08-176) report to the City Council, staff states that the current program is
“Very informal” and “Only a limited number of agreements include additional

- preservation or rehabilitation requirements and there is no requirement that the tax
savings realized through this program be invested in the historic property.” Staff also
states that “There is no formal inspection schedule or monitoring of agreements for

Office of Independent Budget Analyst
207 € Street, MS 34 » Son Diego, (A 92101
Tet (619) 236-6555 Fox {619) 234-6356 . &



compliance with the contract requirements.” Over the last two years there has been a
desire by the Mayor and the City Council to review the current program to ensure its
effectiveness and to propose a cost recovery fee proposal. In addition, the effectiveness
of the City’s Mills Act program has recently come under scrutiny from the San Diego
County Grand Jury.

The City of San Diego currently has 901 Mills Act contracts resulting in an annual
reduction of $1.1 million in property tax revenue. As pointed out by the San Diego
County Grand Jury, the City San Diego has substantially more Mills Act contracts when
compared to other California jurisdictions.

FISCAL/POLICY DISCUSSION

The reform of the City’s Mills Act program can be simplified into one overarching
question - How does the City balance protecting our historical properties while limiting
the fiscal impact to the General Fund? It is the opinion of the IBA that staff has proposed
sensible modifications to the Mills Act program that addresses this question. The
modifications proposed by staff include: ' ' '

¢ Requiring a formal application process with a set deadline;

+ Establish an inspection schedule for monitoring Mills Act properties;

o Establish a fiscal threshold for tax revenue reduction to the General Fund;
* And establish a cost-recovery fee.

“The following sections provide comments, additional information, and recommendations
that our office has on the staff’s recommendations.

Staffing for the City’s Historical Resources Section

For the proposed reforms to the City’s Mills Act program to be successful, adequate
staffing in the Historical Resources Section is essential. The following chart details
staffing levels for the City’s Historical Resources Section over the last four fiscal years:
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Staff iR

A i
2006 1.00 Senior Planner
1.75 Senior Planner “borrowed™ from Community
Planning. '
1.00 Associate Planner
Total Staff: 3.75

2007 2.00 Senior Planner

1.75 Senior Planner “borrowed” from Community
Planning.

1.00 Senior Clerk Typist

Total Staff: 4.75

2008 2.00 Senior Planner

1.75 Senior Planner “borrowed” from Community
Planning.

1.00 Senior Clerk Typist

Total Staff: 4.75

2009 3.75 Senior Planner
1.00 Senior Clerk Typist
Total Staff: 4.75

Staff has indicated that if the proposed reforms are approved they will expect to complete
an average of 200 inspections per year and process 3-6 applications per month or an
estimated 50 per vear. They have also stated that the existing staffing levels shouid allow
them to meet their goals. However, some delays could occur due to the impacts of
reductions to the City Planning and Community Investment Department that have been
proposed to help solve the City’s Fiscal Year 2009 budget deficit. These reductions
include a cut of ($200,000) to the Uptown Cluster Community Plan Update. Prior to the -
proposed reduction, the department was expecting to hire consultants to help with various
components of the Uptown Cluster Community Plan Update. If the reduction is
approved, the Historical Resources Section will assume some of the responsibilities for
completing the Uptown Cluster Community Plan. It is important to note that if staff is
reduced from the Historical Resources Section, the effectiveness of the reforms and the
program will be severely impacted.

Cost Recovery Fee Proposal

Currently the City of San Diego charges a maximum fee of $400 to process a Mills Act
Program Agreement and no fee for the processing of historical designation nominations.
As pointed out by staff in their November 18, 2008 (Report # 08-176) report, the majority
of the City’s cost to process Mills Act applications and historical designation nominations
is absorbed by the General Fund. To ensure cost recovery of the program, staff has
proposed the implementation of the following fee schedule:
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TR e D ESEription s e F e Amount e

Ind1v1dual Historical Resource N $1,185
Nomination Fee (To be paid upon '
submittal of nomination)

Mills Act Program Agreement Fee (To be $590
paid at the time of request for a Mills Act
Program Agreement following the historic
designation)

Mills Act Monitoring Fee (To be paid $492
upon submittal of a signed and notarized
Mills Act Program Agreement)

Staff has developed the proposed fee amounts based on the tasks associated to complete
the designation, agreement, and monitoring. When developing the fees, staff factored in
the fully loaded salary amounts for the positions responsible for each task and the time
associated with each project. Staff provided the IBA with their back up information for
our review and we concur with the methodology that they used to develop the fees. It
should be noted that the proposed fees are based on current salary data. In the resolution
before Council, staff has requested the authority to adjust the Fee Schedule from time-to-
time to recover increases in the administrative costs of the program.

Other alternative fee proposals have been reviewed by staff and our office. In a July 21,
2005 letter from The Save Our Heritage Organisation, they proposed a graduated
processing fee of $200 per $100,000 of assessed value of the home with a cap of $3,000.
The IBA has reviewed this method but felt that depending on the assessed valuation of
the home, the fees collected would not cover the costs to administer the program and for
some homeowners they would end up paying more than what is cost recoverable. It is
also important to note that the City’s Administrative Regulation on fees (Administrative
Regulation 95.25 — “Processing new and revised fees and charges for current services,”)
states that the policy on fees is to recover the cost of providing certain services.

Finally, it should be pointed out that the proposed fee policy does not factor in an
economic hardship waiver for those that cannot afford to pay the fees. Although the
Mills Act Program is voluntary, it is the opinion of the IBA that homeowners who qualify
and are willing to adhere to the program guidelines should be given the opportunity to
participate regardless of their ability to pay the fee. Staff has indicated that because the
program is voluntary, they do not have statistics on homeowners who would like to
participate in the program but are precluded from doing so because of financial
constraints. However, they estimate that the number is a small percent of the overall
applications. Although not included in their formal proposal to the City Council, staff
does discuss a possible option to incorporate an economic hardship waiver for property
owners that can satisfactorily demonstrate that their annual income is less than the Area
Median Income. If the homeowner qualifies, all fees would be waived. If the fees were
waived, the General Fund would assume the costs for these homes. The IBA supports
the inclusion of an economic hardship waiver in the updated City Council Policy. If



an econontic hardship waiver is approved by the City Council, the IBA recommends
that staff reports on the number of economic hardship waivers granted annually.

Annual Threshold

As staff points out in their November 18, 2008 report, the City currently experiences an
annual reduction of $1.1 million in Property Tax Revenue related to Mills Act
agreements. Based on the need to manage the fiscal impacts of the program to'the City’s
General Fund, staff is proposing to implement an annual threshold amount of $100,000 in
additional Property Tax reductions from the approval of new Mills Act agreements. The
IBA supports the implementation of a threshold. The implementation of a threshold will
put into place a process where the City Council is annually informed of the impacts of
new Mills Act agreements and can choose to increase the threshold based on the financial
condition of the City. The IBA does offer the following suggestions and changes to the
threshold implementation language included in the strike-out version of City Council
Policy 700-46.

IMPLEMENTATION

Proposed Language
E) Exceeding the Threshold: If in any calendar year, the projected reduction in

property tax revenue to the City from Mills Act Agreement applications exceeds
$100,000, ihe City Manager or designee shall present those applications to the
City Council as part of that year budget process. The City Council may authorize
the processing of Mills Act Agreements exceeding the $100,000 threshold by
making a finding that the fiscal health of the City is such that additional reduction
in tax revenue can be supported by the budget.

If in any calendar year, the projected reduction in property tax revenue to the City
from Mills Act Agreement applications exceeds $100,000, and the City Council
does not make a finding to authorize the processing of those Agreements, the
property owner may choose to apply for an Agreement in a subsequent year.

It concemns the IBA that the “Exceeding the Threshold” language proposed by staff
confuses calendar year with fiscal year. The City’s fiscal year runs from July 1¥ to June
30" and transcends multiple calendar years. The calculation of the impact to the General
Fund should be based on fiscal year and not calendar year to be consistent with the City’s
annual budget process. In addition, the IBA is concerned that once the $100,000
threshold is reached, the City Council will be asked to approve the applications that are
over the threshold and not just an increase to the threshold. The IBA believes that the
intent should be for the City Council to approve increasing the threshold, not specific
applications. The proposed process for applications that are submitted after the threshold
could result in applicants being treated differently. The proposed language states that the
property owner may choose to apply for an Agreement in a subsequent year but does not
state if they have to pay additional fees. It seems unfair that an applicant would have to
re-apply because they are over the City’s threshold. The IBA believes if the Council does
not approve an increase to the threshold, then applications that have already been



submitted should be rolled over to the next fiscal year. Based on these concerns the IBA
offers the following suggestions to clarify the proposed language:

E) Exceeding the Threshold: If in any ealendaryeas Fiscal Year, the projected
reduction in property tax revenue to the City from Mills Act Agreement
appllcatlons exceeds $100 000 the Clty Manager or demgnee shall present-those

: : ar-budgetprocess seek Council
authorlzatlon to exceed the thresho]d The City CounCll may authorize the
processing of Mills Act Agreements exceeding the $100,000 threshold by making
a finding that the fiscal health of the City is such that additional reduction in tax
revenue can be supported by the budget.

If in any ealendar-year Fiscal Year, the projected reduction in property tax
revenue to the City from Mills Act Agreement applications exceeds $100,000,
and the City Council does not make a finding to authorize the processing of those
Agreements, the property ewner may-choose-to-applyforan-Agreementina
subsequent-year—owner’s application will be rolled over to the next Fiscal
Year.

CONCLUSION

Overall the IBA supports the proposed reforms to the City’s Mills Act program. The
reforms proposed by staff balance protecting our historical properties while limiting the
fiscal impact to the General Fund. The IBA does recommend the following:

The inclusion of an economic hardship waiver in the updated City Council
Policy. If an economic hardship waiver is approved by the City Council, the
IBA recommends that staff reports on the number of economic hardship
waivers granted annually.

Recommend language changes to the modifications to Council Policy 700-46 as
proposed by staff and discussed in the Annual Threshold Section of this report,

S Al JodL~

Jeffrey Sturak  "APPROVED: Andrea Tevlin
Fiscal & Policy Analyst | Independent Budget Analyst
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Mills Act Reforms and Cost Recovery Fees

» Introduction
DComprehensive review and proposal for
strengthening City's Mills Act program
= VeTifying reinvestment into the resource
= Providing prudent fiscal parameters
» Covering program costs

G Not a rush to hearing

ONot an attempt to weaken historic preservation

or eliminate an important economic incentive

.
o

s Significant public and agency review

to develop cost recovery fees (Decomber 2003)

2006)
Overall Mills Act Program (2003- 2007)
2007

0 Numerous public meetings on reform measures
throughout 2008

m
“Mills Act Re eforms and Cost ‘Kecovery Fees

O LU&H review of Nominations backlog and direction

£z City Council direction to develop fee (budget heanings 2005)

O LU&H Review of Proposed Coest Recovery Fees (iune

O HRB Policy Subconunittee Review of Fee Proposal and

D IBA Review of Fee Proposal and Costs of Program (may
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Mills Act
w City commitment to historic preservation
U General Plan policies
» Historic Preservation Element
DNew historic dismics
= [slenair, Fort Stockton Line, Mission Hills
ONew Mills Act contracts (282 last 4 years)
w 2005 - 45; 2006 - 97; 2007 - 65; 2008 - 75
D Historical resources section staffing levels

» 3.75 Senior Planners and 1.0 5r. Clerk assigned to
Historical Resources as part of Urban Form Division

® Y T ar D T2
;
" Mills Act Reforms and Cost Recovery Fees

1 Current Incentives
D Federal tax credits; Use of State Historic Building Code;
Facade easement; Mills Act tax reduction; Conditional
Use Permit and other Code flexibility; Design
assistance for owners of historical resources through
the Historical Resources Board; Fagade improvement
program for historic commercial properties
» Additional Incentives from General Plan
D Use of Transfer of Development Rights; Architectural
assistance service; Retention of non-conforming
setbacks; Protection and preservation of important
archaeology sites on private property; Uise of
conservaton areas to protect neighborheod character
through design guidelines

o T e T R T R |
Mills Act Reforms and Cost Recovery Fees

» Mills Act Program - State Law

D State program adopted locally (City Councit
Policy 700-46 adopted July 18, 1995)

T Property tax reduction for maintenance and if
necessary restoration or rehabilitation of
designated historical properties

DOCounty Tax Assessor uses formula set by State
law (20%-70% savings typical)

010 year life, renewed annually

DTreatment of property according to Secretary of
the Interior’s Standards




.’M ills Act Reforms am{ Cost Recovery Fees
» Mills Act Program - City Council Policy

OContract Requirements
» Resource visible from public right-of-way

» Limited application of resource specific
conditions/ exclusions

[IFees $100 per $100k assessed value to $400
maximum

CRedevelopment Agency approval

) M:[ﬁ ﬂ ct G{gfoﬂm am{ Cost Recow Fees

Number of Milts Act Agreemants by Yew I

Mlits Act Agreamants
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"Mills Act Reforms and Cost Recovery Fees

~ m Review of Current Program

DInitial focus on fee
» Costrecovery
DNeed for monitoring
» 10+.years since first contract
D Aspects of other jurisdictions’ programs
» Program limits
» Eligibility requirements
= Application deadline
= Contract requirements
= Inspection requirements
» Fees

Mills ﬂc.t Reforms and Cost Recovery Fees

m Review of other jurisdiction’s programs
DWithin California
» Pasadena, Los Angeles, Anaheim, Santa Ana, .
Escondido, San Jose, Long Beach
OOther states with similar tax reduction
program
= Oregon; Arizona
DO Other large cities with historical resources
» Philadelphia; Chicago; Boston; New Orleans

Mills Act Reforms and Cost Recovery Fees

s Need for Program Reforms

aLDC now includes historical resources
regulations

No formal inspection/ monitoring
requirements

CNe application required

ONo requirement for investment of tax
savings in historic property

ONumber of agreements out of proportion to
other California cities




9141[23 }lct Rpfonns and' Cost Recovery Fees

» Objectives of Program Reform

DUnderstand and manage fiscal
considerations

Olmprove accountability of program
DORecover costs of implementation

il Act Q{gfoms amf Cost Q{ecovery Fees

» %—a)ﬁ Proposal to HRB Policy Subcommittee anvary

D Annual limit
O Additional Eligibility Requirements
» Threatened or delertorated resource
= Affordable housing
» Econeruc hardship
» Suppotts revitahzation efforts
O Application deadline March 31%
O Contract Requirements
» Resource visibie from public nght-of-way
» Tailored agreement to achieve rehabil:tation or restoration
0 Inspection for new agreement and every 5 years
O Fees
» $590 for agreement
» %492 monitoring with agreement and every 5 years
» $945 enjorcement only if needed

‘ ! . R o
%I[IS’ ﬂct *R forms anc{ Cost Recovery Fees
= Presented to Comrmunity Planners Commitiee (March
2008)
0 Revised after Policy Meeting
s Applcation deadiine

= Pipeline provisions for propertes already designated and in
queung for designation at time of revisions (excepl for lees)

" m Workshop with HRB (april 2008)
D Objective to review issues and solicit public input
0 Comprehensive review of incentives, including other
jurisdictions
O Guest Speakers
0 300+ members of public




B
"Mills Act Reforms and Cost Recovery Fees

» HRB Workshop (une 200)
DAdditional public testimony
s SHPO Review guy 2o
w HRB Hearing, gy z008)
DClarification of proposal
BSHPO presentation
OPublic testimony
OHRB Discussion and Motien

D e

ﬁw’ .
Mills Act Reforms and Cost Recovery Fees

= Areas of Some General Agreement

OEarlier Application deadline -
» Support for June or July deadline
Z10-year tailored agreements

= Support for general language for
rehabilitation, restoration and maintenance

OMonitoring/ Inspections

» Support for minimal monitoring or
homeowner self monitoring

OFees
= Support for reasonable fees with low income
waiver
L Wbt A e P Al

Mills ﬂct quonns and Cost Recovery Fees

m Earlier Application deadiine

OOriginal proposal required formal
application with deadline of March 31%
. » Various other dates during draft review of

reforms

ORevised propesal of formal application by
March 31 with designation by December
31% prior year

= Allows time to address during budget process
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9‘14:[13 }Ict Reforms amf Cost Recovery Fees

m 10-year tailored agreements

OOriginal proposal for annual renewal to
achieve necessary rehabilitation or
restoration and maintenance, compliance
with Standards, visibility of resource,
‘limited site specific conditions

ORevised proposal same as above with
addition of property cwner demenstration
of substantial investment of tax savings

M:Es Act Reforms and Co.rlt“Recovery Fees

m Monitoring/ Inspections
DQOriginal proposal to monitor existing Mills
Act contracts and inspect the exterior of
- Mills Act properties every 5 years for
compliance with Standards and site
sperific ronditdons
CNo revisions to original proposal

fMtlZs ﬂct Q{ fos an Cost Recovery Fees

» Fees - proposal has not changed since 2006

O $1,185 nomination fee for designation
» One time only at time of submitial {apply to pending
nominalions)
D $590 for Mills Act agreement fee
= Onig time only a1 lime of appkcation gﬁ;:_as_»gmm_ n (apply
10 pending hominations)
O $492 monitering fee
» At time of agreement recordalion and every 5 years pnor to
mspaction (apply o existing and future Mills Act contracts)
0 $94% enforcement fee
» Only if needed as parl of an enforcement action
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;ﬂ{i Reforms and Cost Recovery Fees

¥ Areas of Disagreement

DAnnuoal mit

» Strong public disagreement with any limit to
number of new contracts or to amount of new
reduction in tax revenue

OEligibility requirements
u Strong public disagreement to any new
eligibility requirements

= N TR M e
n
Mills Act Reforms and Cost Recovery Fees
m Annual limit
DOOriginal proposal included numerical or
fiscal limit based on past practice
= Average 67 new contracts per year

. Average $1,340 reduction in property tax
reduction per contract per year

» Average 589,780 average annual reduction
ORevised proposal sets fiscal threshold of
$100,000 annual new reduction in tax

revenue
» Council can exceed as pan of annual budget
process
. B ) i TR T

3 ERC—— W

[}
Mills Act Reforms and
= Eligibility requirements
0 Original proposai required at least one of the

following new criteria:

» substantially contribute 1o the preservation of & historica?
resource threatened by detenaration or abandonment;

» enhance opportunities for mamtaining or creating afiordable
nousig:

s farilitate preservation and maintenance of a property in cases
of econemic hardship; o

» support substantial rexnvesiment in a hustorical resource
and/ ar rehabilitation of & histarical building or structure

0 Current propasal has no new eligibility requirements




»-Program Reform Objectives
@ Understand and manage fiscal considerations
= Fiscal threshold for new contracts
Olmprove accountability of program
» Demonstrated investment of tax savings into
property by owner
» Monitoring of property by City to assure
preservation
O Recover costs of program implementation

¥, e

— i -
™M ecovery Fees
= Recommendation

o 4 i upal Folicy 70046 1o:
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REPORT TO THE CITY COUNCIL

EXECUTIVE SUMMARY SHEET
DATE ISSUED: . ‘
ATTENTION: Council President and City Council
Docket of
ORIGINATING DEPT City Planning & Community Investment
SUBJECT: Mills Act Program Reforms and Cost Recovery Fees
COUNCIL DISTRICTS: Citywide ‘

STAFF CONTACTS: Cathy Winterrowd (619) 235-5217 and Jodie Brown
: (619) 533-6300

REQUESTED ACTION:

Adopt a series of amendments to Council Policy 700-46, “Mills Act Agreements for Preservatlon of
Histeric Property,” to reform the City’s Mills Act Program and provide improved accountability and
annual fiscal thresholds for new agreements; and establish fees associated with historical resources
nomination and Mills Act Program components to provide full recovery of staff costs.

STAFF RECOMMENDATIONS:

1. Approve the following Mills Act Program reforms:

e Add a fisca] threshold of $100,000 new tax revenue reduction to general fund on an
annual basis

e  Authorize exceeding the threshold as part of the annual budget process. based on findings
made by the City Council that the fiscal health of the Clty is such that additional
reduction in tax revenue can be supported

» Require a formal application process with a deadline of March 31* of each yea:r for
properties designated by December 31 of previous year

¢ Require the property owner to demonstrate substantial investment of the tax savings into
the designated historic property through a 10-year tailored work plan which may include
costs of rehabilitation or restoration of the historic property necessary to achieve historic
designation

o Establish an inspection schedule for monitoring of Mills Act properties prior to a new
agreement and every 5 vears thereafter prior to the renewal date to assure compliance
with contract requirements ‘

2. Establish cost-recovery fees for

» pubiic nominations of individual properties submitted for historic designation pursuant to
LDC Section 123.0202(a);

s Mills Act Program agreement (revised fec),

e Mills Act Program monitoring; and,

e Mills Act Program enforcement. '

3. Apply the Program reforms and new fees to pending and future nominations and Mills Act
Program agreements and the monitoring and enforcement fees to existing and future Mills Act
Program agreements,

4. Do not adopt fees for processing nominations of historic districts but apply the same Mills Act
Program reforms and the agreement, monitoring and enforcement fees to designated historical

. resources within Districts.

EXECUTIVE SUMMARY:

The current Mills Act Program was adopted by the City Council in July 1995 (Council PO]]cy 700-46) as
way to provide an incentive to historic property owners and bring historically significant properties under
the City’s authority for preservation, at time when there were no bistorical resources regulations. The
current program is very informal with all designated historic properties located outside Redevelopment
Areas eligible for Mills Act tax-reduction. Specific requirements apply within Redevelopment Areas.

-1-



Only a limited number of agreements include additional preservation or rehabilitation requirements and
there is no requirement that the tax savings realized through this program be invested in the historic
property. There is no formal inspection schedule or monitoring of agreements for compliance with the
contract requirements. The Mills Act Program has not been updated or modified since its initial adoption
and there is a desire on the part of the City to improve accountability of the overall program and to
understand and manage the fiscal impacts of the program. Staff recommends adopting several reform
measures to the Mills Act Program that would allow the fiscal impacts to be managed, improve the
accountability of the Program and provide cost recovery fees for the processing of designation requests, a
Mills Act Program Agreement, monitoring program, and enforcement. Staff recommends the reforms and
fees be applied to pending applications and that the fee be required prior to work on each aspect of the
program. Additionally, a Mills Act Agreement monitoring program would be established to ensure
compliance with individual contracts and the state enabling legislation for the benefit of the public.

FISCAL CONSIDERATIONS:
Without enacting the requested fees, the General Fund is paying for optmnal services sought by individual
property owners. The requested fees w1ll recover the staff costs of this function,

PREVIQUS COUNCIL AND/OR COMMITTEE ACTION:

In December 2003, Planning Department staff asked the Land Use and Housing (LU&H) Committee to
support a moratorium on processing voluntary nominations while staff prepared a fee for the service.

While the commitiee did not approve a moratorium, it did authorize staff to develop a fee proposal.

During review of the Planning Department’s Fiscal Year 2006 budget, the City Council directed staff to
prepare a fee proposal to recover costs associated with nominations of historica] resources. On June 21,
NNA_ the TTTL&H Coammittee forwarded the issue of fees for nominatione of historical resnurces and Millg
Act Program Agreements to the full City Council with direction for staff to develop options related to the
timing of a fee and a way tp accommodate those property owners who cannot afford to pay the fee.

COMMUNITY PARTICIPATION AND PUBLIC QUTREACH EFFORTS:

Staff met with preservation stakeholders several times between 2004 and 2006 to discuss the fee proposal
and need for more formal inspections of Mills Act properties. Historic consultants and community
representatives expressed concern that any fee, other than a nominal one, would deter property owners
from coming forward for historical designation. Staff presented information comparing the City’s overall
Mills Act program with other jurisdictions’ programs and the potential for changes to the HRB Policy
Subcommittee during 2006 and 2007, with a draft proposal for changes presented in January 2007. There
was much public interest and concern about the proposed changes expressed at this meeting and to staff
and the Mayor’s office following the meeting, The HRB held two workshops, in April and June 2008 and
a hearing in July 2008 on the issue of Mills Act reforms. Every owner of a designated historic property or
of a nominated property was notified by mail of these workshops. A very significant number of people
atiended the workshops and hearing. Many individuals expressed opposition to some or all of the

changes being proposed and there was particularly strong opposition to any change in the program that
would limit the number of new contracts or add eligibility requirements for new comntracts.

KEY STAKEHOLDERS AND PROJ ECTED IMPACTS:
Key stakeholders are owners of historical properties who are seeking de31g:nat10n and Mills Act
agreements who will subject to revised policy and regulations and will be charged new or revised fees.

£
William Anderson, FAICP, Deputy Chief
City Planning & Development

ANDERSON/WINTERROWD/sa
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RESOLUTION NUMBER R-

DATE OF FINAL PASSAGE

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN
DIEGO APPROVING THE AMENDMENTS TO COUNCIL
POLICY 700-46 PERTAINING TO MILLS ACT AGREEMENTS
FOR PRESERVATION OF HISTORIC PROPERTY.

WHEREAS, the Mills Act was enacted in 1972 by the State of California to enab]e.local

jurisdictions “to enter into contracts with property owners of qualified historic properties who

actively participate in the restoration and maintenance of their historic properties while receiving

property tax relief;” and

 WHEREAS, the Counéil of the City of San Diego adopted Council Policy 700-46 in

R RATATI LT '-'-—""'"J.r:r z mionstary imamradicea b dl g mgsrmsre s hiatoeicallu daotomafad 3n o tha vy
LFF A pluviue - AdiULICL <y LilwACiiviY o LU Wi U vviivioy Ui ALAQL\)AJ\-’I-I-LJJ uu:né.l 1GISO 14 N oI O

property tax reduction for the maintenance, restoration and rehabilitation of historic properties

within the City of San Diego;” and

WHEREAS, when the Mills Act Program was set up in 1995, a monitoring system was
not established and a program agreement was entered into for a period of ten vears, with

automatic renewal each year unless one of the parties proposed to end it; NOW, THEREFORE,

BE IT RESOLVED, by the Council of the City of San Diego, that Council Policy No.
700-46 titled “Mills Act Agreements for Preservation of Historic Property,” is hereby approved

with the fdllowing amendments listed below:

e Require a formal application process with a deadline of March 31 of each year

for properties designated by December 3 1% of previous year;

-PAGE 1 OF 3-
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* Require the property owner to demonstrate investment of the tax savings into the
designated historic property through a IO-ycar tailored work plan which may
include costs of rehabilitation or restoration of the historic property necessary to
achieve historic designation; a-nd

e Establish an insjaection schedule for nﬁonitoring of Mills Act Program properties
prior to a new agreement and _c;fcry 5 years thereafter prior to the renewal date to
assure compliance With contiact requirements.

.BE IT FURTHER RESOLVED, ;chat the City Clerk is instructed to add the aforesaid to

‘the Council Policy Manual.
APPROVED: MICHAEL J. AGUIRRE, City Attorney

By [’\N\W G!\MZ’\“Q'
Marianne Greene
Deputy City Attorney

MG:als

11/18/08

11/20/08 Cor.Copy
11/26/08 Rev. Copy
Or.Dept:Plannin
R-2009-681
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I hereby certify that the foregoing Resolution was passed by the Council of the City of San
" Diego, at this meeting of .

ELIZABETH S. MALAND

City Clerk
By :
Deputy City Clerk
Approved: :
(date) JERRY SANDERS, Mayor
Vetoéd:_
_(date) ' - JERRY SANDERS, Mayor

-PAGE 3 OF 3-
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RESOLUTION NUMBER R-

DATE OF FINAL PASSAGE

A RESOLUTION OF THE COUNCIL OF THE CITY OF SAN
DIEGO APPROVING THE FEE SCHEDULE FOR
INDIVIDUAL HISTORICAL RESOURCE NOMINATION,
MILLS ACT PROGRAM AGREEMENT, MILLS ACT
PROGRAM MONITORING, AND ENFORCEMENT.
WHEREAS, any nomination and designation of a property as a historical resource is a

prerequisite for a property owner seeking a tax reduction through a Mills Act Agreement, and

WHEREAS, the City of San Diego includes no itemized budget for processing voluntary
nominations and designations, but rather these services are absorbed by the City of San Diego

General Fund, and

WHEREAS, the City currently caps the fee to prepare, process, and record a Mills Act
Agreement but such cap prevents the full recovery of these administrative costs; and further such

fee does not recover any costs to monitor or enforce these agreements, and

WHEREAS, because the Mills Act Program provides 2 meaningful incentive to property
owners to voluntarily nominate and seek designation of historical resources, it is a vital

mechanism to preserve the City’s historical resources, NOW, THEREFORE,

BE IT RESGLVED, by the Council of the City of San Diego, that Council Policy No.
700-46 titied “Mills Act Agreements for Preservation of Histonc Property™ is hereby amended as

set forth in the Council Policy filed in the office of the City Clerk as Document No.

RR-

-PAGE 1 OF 3- .
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BE IT FURTHER RESOLVED, that the Council hereby authorizes the adoption of the
Fee Schedule prévided in Report No. 08-176, a copy of which is on file in the office of the City

Clerk as Documént No. RR- , , and recited as follows:

o $1,185 for the Individual Historical Resource Nomination; and
o $590 for the Mills Act Program agreement; and

o $492 for Mills Act Program monitoring with the initial Mills Act Program

agreement and every five years thereafter; and
o $949 for Mills Act Progfam enforcement, as needed.

BE IT FURTHER RESOLVED, that the Council hereby authorizes the City Manager to
adjust the said Fee Schedule from time {0 time in recover increases in the adminictrative cocte of

' the pro gra:h.

APPROVED: MICHAEL J. AGUIRRE, City Attorney

By MWGW

Marianne Greene
Deputy City Attorney

MG@G:als h
11/18/08 '

11/20/08 Cor.Copy

11/26/08 Rev.Copy

Or.Dept:Planning

R-2009-682
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 REV.COPY

I hereby certify that the foregoing Resolution was passcd by the Council of the City of San
Diego, at this meeting of .

ELIZABETH S. MALAND
City Clerk

By
Deputy City Clerk

Approved: _

(date) ' JERRY SANDERS, Mayor

Vetoed:

(date) : JERRY SANDERS, Mayor

-PAGE 3 OF 3-
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. 12/02
Yepiz, Lauren
From: CLK City Clerk
Sent: Thursday, November 20, 2008 7:58 AM
To: Atkins, Councilmember; Faucett, Aimee; Faulconer, Council Member Kevin; Frye, Donna;

Hueso, Councilmember Ben; Lujan, Magdalena; Madaffer, Councilmember Jim; Maienschein,
Councilmember; Peters, Councilmember Scott; Pickens, Sonia; Soria, Patricia; Vetter, Gary;
Yepiz, Lauren; Young, Anthony )

Subject: FW: November 24th Agenda, ITEM-202, Mills Act Program Reforms
Attachments: Narwold.pdf

From: Margaret B. McCann [mailto:margaretbeth@cox.net]

Sent: Wednesday, November 19, 2008 7:51 PM

To: Maienschein, Councilmember

Cc: Nguyen, Khoa; CLK City Clerk

Subject: November 24th Agenda, TTEM-202, Mills Act Program Reforms

Dear Councilmember Maienschein,

! would like you to consider carefully the information that is attached prior to the special Council
session on Monday evening. The Mayor is proposing to adopt a series of amendments to Council
Policy 700-46, "Mills Act Agreements for Preservation of Historic Property.” The effort to reform this
program is based on a flawed assumption —that the Mills Act program causes a reduction in tax
revenue to the City. The mathematical model used by Staff to reach that conclusion is too simplistic to
be of any value.

A valid model of the fiscal impact of the Mills Act on the City’s tax revenue was developed by
Professors Andrew Narwold, Jonathan Sandy and Charles Tu from the University of San Diego’s School
of Business, Department of Economics and Public Policy. This is the same department in which
economist Alan Gin is a member. Professors Narwold et al published a paper that specifically analyzed
the impact of the Mills Act on the City of San Diego’s tax revenues. That paper, “Historic Designation

~ and Residential Property Values. International Review of Real Estate, 11 (1), 83-95" is attached. The

conclusion of the research is that an historically designated house with a Mills Act contract raisesthe . . ..

property values of the houses surrounding it, leading to an increase in property tax revenue for the
neighborhood. So while an individual house with a Mills Act contract may enjoy a decrease in property
taxes, it is more than offset by the increase in the property taxes paid by its neighbors as a result of the
halo effect that an historic property has on a neighborhood.

On the agenda for this item, under Staff Supporting Information, is this description, “... there is a desire

on the part of the City to improve accountability of the overall program and to understand and -
manage the fiscal impacts of the program.” It is important for you to understand that during each of

the public hearings on this matter, in person and in writing, numerous people have advised Staff of the
true fiscal impacts of the Mills Act program and the halo effect as described by Narwold et al. Itis
apparent that Staff has either failed to grasp the significance of the research and a'nalysis performed by

. the leading economists in this area, or are willfully ignoring the data and findings. There can be no

other explanation for why Staff would proposed a cap on Mills Act contracts when it is clear that this

11/20/2008
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program is a money maker for the City.

Specifically, the proposed changes would add a fiscal threshold of $100,000 new tax revenue reduction
to the general fund on an annua!l basis, which is essentially a cap on Mills Act contracts. The reforms
also seek cost-recovery fees. Please understand that the Mills Act program is the only incentive, fiscal
or otherwise, available to single family homeowners to encourage historic preservation. it is not
logical to charge a fee for a program that itself provides a fiscal incentive, especially when that
program actually increases overall property tax revenue. That's like awarding a bonus, then making
the recipient pay to get the bonus. | believe there are thousands of Internet scams in circulation that

do just that.

Owners spend far more in restoration than what is saved through property tax reductions that are
granted by a Mills Act contract. The financial and labor investment that an owner puts into a single
home serves to raise the property values of all the homes surrounding it in the neighborhood.

. The Mills Act generates additional tax revenue from the properties surrounding a designated
historical resource for a net increase, not a net loss.

. Per the Narwold repo&, under the Mills Act, the overall taxabie basis for the neighborhood -
increases by $1.8 million for each historical home. Studies show that local governments might expect a
net tax revenue gain of 514,000 per house per year.

. The net effect of the Mills Act for neighborhoods and for the City of San Diego is increased
property values and increased property tax revenue. Reducing the number of Mills Act contracts
directly reduces the tax revenue that can be generated by property surrounding historically designated
homes.

if the City wants to reform the Mills Act program, here are a few suggestions:

* . Implement additional incentives for privately owned residences, such as waiving building pérmit
and inspection fees for restoration work directed by Historic Resources Board staff to comply with a

Mills Act contract.

. Create an ordinance that requires real estate brokers to disclose pertinent information, as part of
escrow instructions, to buyers of historically designated houses with and without Mills Act contracts.
The buyer should be informed of, and acknowledge, the requirements and obligations with respect to
maintenance and/or restoration of the historical property.

. Provide outreach to underserved communities; Staff should attend community meetings & public
library presentations in communities with few historical designations and ensure everyone knows

~ about the Milis Act benefits.
Thank you for taking the time to consider this information.
Maggie McCann

Heart of Kensington

11/20/2008
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municipalities the option of setting up a historic designation program. The
main feature of the program is to allow the owners of historic buildings a
reduction in their property taxes in return for an agreement to not alter the
exterior fagade of the designated building. This paper uses hedonic
regression analysis to estimate the impact of the historic designation on the
value of single-family residences in the City of San Diego. The results
suggest that the designation creates a 18 percent increase in housing value.
This is higher than the capitalization of the property tax savings would
suggest, implying market value in the historic designation itself. The Mills
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may provide guidance to governments elsewhere in the U.S. as well as
internationally when designing historic preservation programs.
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1. Introduetion

In 1972 the State of California passed a [aw that since has become known as the
Mills Act,' named after the author of the legisiation, California State senator James
R. Mills. Before becoming a state senator, James Mills had made his name in San
Diego as a historian, author and preservationist. The primary purpose of the act was
to provide incentives for property owners to preserve and rehabilitate historically
significant structures. The Mills Act allows for citics and counties to create
programs designed to aid in the historic preservation of structures. The program
allows for a reduction in property taxes on historically designated properties in
return for a commitment by the owners of the property to maintain the property
without significantly altering its appearance.

The details of the Mills Act require a participating local government to enter into a
contract with the owner of the historic building. This contract has several key
features. The contract is valid for ter: years, and is automatically renewed annually,

“uniess notice to cancel is given by either party, in which case, the contract will lapse
at the end of the ten years. Under the terms of the contract, the property owner
agrees (0 maintain and rehabilitate, if necessary, the external fagade of the structure.
In return, the property tax for the structure is reduced.

In genera], property taxes in California are calculated at approximately one percent

of the tax basis of a property. Upon the sale of the property {or significant

alteration), the tax basis is adjusted to full market value; however, Proposition 13

limits the annual increase in property taxes to a maximum of two percent in a year

when the property is not sold. Under the Mills Act, the tax basis for the property is

based either on the income produced by the pbuilding fur rented structuics, or the
income producing potential for owner-occupied structures. This income stream is

then converted into a value for the structure based on a capitalization rate set by the

county assessor’s office. This imputed value then becomes the tax basis for the

purposes of property tax assessment. The City of San Diego examined the savings

to homeowners due to Mills Act contracts in 2003, For each property covered by

Mills Act contracts, the City estimated the difference between what the property

owners were paying, and what they would have had to pay without the benefit of the

Mills Act contract. The property tax savings from entering into a Mills Act contract
for a historic house ranged from 40 o 8¢ percent, with an average savings of 45

percent. .

Although there are few exact numbers, a survey in 1995 found that 39 cities were
writing Mills Act contracts with a total of 119 statewide. Currently there are an
“estimated 89 cities and 1,662 Mills Act contracts statewide according to the
California Office of Historic Preservation, The number of contracts provided is the

" “The actual legislation is cantained in the California Revenue and Taxation Code, Articie 1.9, Sections
439 - 439 4 and the Califomia Govermnment Code, Article 12, Sections 50280 — 50290,

® There is an extensive literature on how environmental issues (such as air quality, water quality and
undesirable land uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001).
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lower bound of the actual number of contracts as there is no enforcement to insure
that ali contracts are fecorded with the State of California. The City of San Diego
has by far the largest number of Mills Act contracts with more than 650 structures
covered. The City of Los Angeles is second with around 200 contracts. The City of
Anaheim is third with approximately 125 contracts.

The City of San Diego’s experience is probably similar to that of most other cities
and counties operating under the Mills Act. The City of San Diego did not start
writing Mills Act contracts until 1995, though the Historical Resources Board has
been assigning historic designations since 1967. Figure ! shows the relationship
between the number of Mills Act contracts written cach year since 1995 as well as
the median housing price for San Diego. Not surprisingly, the City of San Diego
experienced a large upswing in the number of Mills Act contracts in the late 1990°s
as housing prices started te soar. As with many cities, the City of San Diego has
been experiencing financial difficulties since 2002. This has led to a backlog of over
100 structures waiting to be evaluated for historic significance.

Figure 1
Median Housing Price - City of San Diego
Number of New Mills Act Contracts - City off San Diego

: _,}M@a‘?j%

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
mep— Median Price (000's) —B— i of Mills Contracts

This paper investigates the impact of historic designation on single-family housing
values by estimating the price differential between houses covered by Mills Act
contracts and those with comparable attributes but without the designation. The rest
of the paper is organized as follows. The next section reviews the literature on
historic designation and its effect on property values. The following two sections
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discuss the methodology and data used in the analysis. Empirical results are then
presented, followed the conclusion. :

2. Literature Review

California’s approach to historic preservation through tax benefits to specific
properties through the Mills Act is very unusual. In other jurisdictions, the fypical
scenario is for a local historic resources board to identify a geographic area as a
historic district. All buildings within- that district then have the same level of
protection, benefits and constraints, The issue then becomes whether the creation of
a historic district with positive externalities arising from a consistent historic “look”
outweigh the costs assoclated with limitations placed on remodeling and
redevelopment of housing stock within the district. The previous literature on the
value of historic designation has focused for the most part on analyzing this type of
historic designation. ’

Asabere et al. (1989) provide one of the first studies of the effect of architecture and
historic zoning on housing value. Looking at the town of Newburyport in
northeastern Massachusetts, the authors estimate the impact of both type of
architecture and historic zoning district on the value of 520 housing units over a
three-year period. Using hedonic regression analysis, Asabere et al. identify eight
. possible functional forms for housing value. Their results suggest that architectural
style does have a positive and significant effect on housing values, with buyers
willing to pay premiums for older homes built in the colonial, federal, garrison and
Victorian styles. However, location in the historic district does not seem to convey
any added value to the housing price in and of itself. The resuits suggesi that
historic district location is positive and significant in only one of their eight
specifications.

The effect of historic designation on property values is examined by Ford (1989)
using data from Baltimore, Maryland. The City of Baltimore has approached
historic designation by creating historic districts. A total of fifieen such districts
were created between 1964 and 1985. By examining housing prices in both 1980
and 1985, Ford tests two major hypotheses. She finds that the prices of houses in
areas that will eventually be designated historic districts are not significantly
different from those in non-historic districts. However, her results suggest that
houses within designated historic districts do command a premium. Furthermore,
Ford tests whether the appreciation in housing prices were greater the longer the
property had been in a historic district. Interestingly, Ford finds no evidence to
dispute the hypothesis that the value of historic designation is capitalized into the
price of the structure upon designation.

Coffin (1989} examines the issue of historic district valuation using Aurora and
Elgin, Dlinois: two western suburban cities of Chicago. Coffin’s sample includes
120 sales of homes in Elgin, of which 47 are in the historic district, and 243 units in
Aurora, 62 of which are in the historic district. Coffin asserts that location in the
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historic district increases housing price by 6-7%. However, his results are at the
extreme edge of typically accepted statistical significance. For Aurora, hg modified
his designation of historic significance to identify the historic district homes that are
located in low-income Census tracts. This surely increased the significance of the
historic district variable as historic designation in a low-income neighborhood sends
an additional signal about housing stock quality.

Asabere and Huffman (1991) take an innovative approach by examining the effect
that historic designation has on undeveloped land. Using data from Philadelphia, the
authors identify 100 transactions involving vacant land sales over the years 1987 to
1989. Their use of Philadeiphia as a case study is significant as Philadelphia has
limited its ability to designate historic sites solely to specific structures. Therefore,
all historic districts within Philadelphia are federally created. Under the federal
framework, any development of vacant land need only meet local requirements.
This implies that there are no additional constraints on development of vacant land
in these historic districts. Not surprisingly, this lack of constraints leads to a much
higher valuation of the land in these districts. The authors estimate that vacant land
for residential purposes is valued 131% higher in historic districts. They also find
no significant difference in the valuation of nonresidential properties.

Asabere and Huffman (1994) extend their work in Philadelphia to estimate the effect
of historic district designation to developed residential property. The authors
identify a sample of 120 houses that are sold over the period of 1986 to 1950. The
authors find that houses sold in federally designated historic districts command a
premium of approximately 26%. This benefit is not dependent on any investment
tax credits that are typically associated with structures in federally designated
" historic district.

Clark and Herrin (1997) examine the effect of historic preservation districts in the
city of Sacramento, California over the years 1990-1994. Sacramento has identified
20 historic preservation districts. Over the study period the authors identify 683
housing sales, of which 58 occurred in 6 of the districts. Using hedonic regression
analysis, the authors find that houses within the districts sell for up to 17% more.
From this, Clark and Herrin argue that the restrictions placed on housing
redevelopment and rehabilitation in these districts is not particularly onerous.

Abilene, Texas serves as the case study for Coulson and Leichenko (2001). Abilene
is somewhat unusual in that historic designation is conferred on individual properties
rather than historic districts. The authors use this distinction to estimate the value of
historic designation on a particular property. They find that historic designation has
a positive and significant impact on the value of a property. They estimate that
historic designation brings about an increase in house value of approximately 17%.
The authors attempt to disentangle the tax effects and whether the property in listed
on a national registry with little success. In addition, the authors provide evidence
that suggests that there is a positive externality associared with historic designation.
The results suggest that for each additional historically designated house within the
census tract, the value of a house in that census tract increases by 0.14%.
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One possible drawback from the majority of the previously cited studies is the
reliance on valuing historic designation within a particular market. Leichenko et al.
(2001) use data from nine Texas cities ta try to rectify this shortcoming. The cities
in their sample follow one of three historic designation strategies. Some cities
identify individual historic structures, other cities use only historic districts, and cne
city uses both approaches. The authors find that the value of histotic designation
increases property values from between 5 and 20 percent. The results were mixed
regarding the valuation of national historic designation, state and local designation.
In two cities, national historic designation significantly increases property values,
while in another city the effect was not statistically significant.

Two studies in Turkey indicate a growing international recognition of the
importance of alternatives to state ownership of historically significant structures.
Demet and Cengiz (2000) examine the options available to preserve and resiore
parts of the community of Bursa-Cumalikizik, Turkey, The authors recogmze that
the traditional approach of state directed rehabilitation and preservation is unlikely
to succeed without active participation of the population within the district.
Likewise, Akansel and Minez {2006) examine the same issues in the Kaleici region
of Edime, Turkey. Although the authors conclude that “funds providing financial
support to the owners of these houses in the settlement should be set up in order to
protect these houses™ (p. 10), they do not propose a system to achieve that goal.

3. Methodology

This study uses the hedoitic price mode! developed by Rasen {1974) to measure the
effect of tax savings from the Mills Act historic de51gnation on single-family home
values, This methodology is well developed and accepted in real estate and housing
economics research. For example, it has been used to assess the impact of numerous
factors on housing values, such as environmental issues,” schoo! quality, *
special land uses.® In the hedonic model, housing is considered a bundle of
attributes, including site, structural, quality, location and market characteristics. The
number and type of attributes embodied in a house distinguish it from other
properties and determine its value. :

Because housing attributes are not traded individually, the value of an attribute can
not be directly observed. In order to estimatc the wvalue of each housing
characteristic, multiple regression analysis is utilized. Suppose there are ¢ site and

There is an extensive literature on how environmental issues {such as air quality, water quality and
undesirable Jand uses) on housing values. For a'survey of the literature, see Boyle and Kiel (2001).

For example, see Mitchell (2000), and Clark and Herrin (2000).

For example, Colwell, Dehring and Lash (2000) invesigate the impact of group homes on
neighborhood property va]ues Carroll, Clauretie and Jensen (1996) study the effects of neighborhood
churches on residential property values; and [rwin (2002) examines the mﬂuenoe of open space on
residential housing values.

[P
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structural attributes, j location characteristics, and & market factors in the hedonic
model, the semi-log regression equation can be written as:

o j k
INPY=c+) BS+ 2 A4, L+ M, +e¢ (1)
1 1 1

where P is the sales price of a house, 8, A and g are coefficients, and £ is an error
term. The coefficient of an attribute is interpreted as the percentage change in
property value given one unit increase in the attribute. In this study, a dummy
variable is used to identify houses that are covered by Mills Act contracts. The
coefficient of this variable represents the effect of historic designation on the value
of a house.

4. Data

Data were collected on sales of single-family detached housing in zip codes 92103
and 92104 in San Diego, California from January 1, 2000 through December 31,
2006. The two zip codes were selected for several reasons. They contain some of
San Diego’s oldest neighborhoods and therefore have a relatively large proportion of
historically designated homes. In fact, nearly 40% of the structures that are
currently covered by Mills Act contracts in the City of San Diego are located in
these two zip codes. The housing stock in the neighborhoods has sufficient variation
in physical atiributes to allow a meaningful hedonic analysis. Additionally, as these
zip codes are contiguous, many of the neighborhood characteristics such as school
quality, proximity to downtown and beaches, and crime rates do not vary greatly.

During the seven-year period, 2,045 transactions of single-family resuiences with
valid property information are retr1eved from DataQuick’s PropertyPro CDs.® To
ensure that the data reflects the housing market equilibrium and to prevent coding
errors and non-arm’s-length transactions from unduly influencing the analysis, a set
of data cleansing criteria are utilized.” Approximately 4.5% of the observations are
excluded, resulting in a final dataset with 1,953 valid observations. Of these houses,
25 had received historic designation by the City of San Diego and the owners had
signed a Mills Act contract.® Table 1 presents the descriptive statistics for the

o

Transactions with missing data {such as sales price, lot size, square footage of living area, number of
bathrooms, number of bedrooms, and year built) are excluded.

An observation is removed if one of the following criteria is met: 1) the year of sale is earlier than the
year built, 2) the lot size is greater than an acre or less than 500 square feet, and 3} the number of
bedrooms is greater than 5. The price per square foot (p/sf) is also taken into account to prevent coding
errors and exclude non-arm's-length transactions. The average p/sf in the two zip codes during the
study period is $432 with a standard deviation of $134. Observations with p/sf three standard
deviations higher ($834) or lower ($30) thin the average are also removed:

The 25 properties covered by the Mills Act contracts represent 1.28% of the sample, while h:storlcally
designated single-family houses in the two zip codes {261 properties) represent 1.24% of the stock of
single-family housing.

-

]
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dataset, with Pane] A showing the historically designated houses and Panel B the
vest of the sample. '

Table I Descriptive Statistics

Panel A Historically Designated Houses (n=25)

Variable Mean  Std.Dev.  Min. Max.

Sales Price (000's) 8332 3653  333.0 1,850
No. of Bedrooms 2.87 0.74 2.00 4.00
No. of Bathrooms 1.70 0.64 1.00 3.50
Living Area (f) - 1,7213 587.7 876 3,169
SQ FT of Lot 7,043.1 4,446.1 4,500 24,829
# Garage Spaces 114 0.65 0.00 2.00
Avail. of Pool 0.00 0.00 0.00 0.00
Age of Property 68.70 18.91 5.00 93.00

Panel B Non-historically designated houses (n=1,928)
* Variable Mean Std. Dev. Min. Max.

Saies Frice (000’s) 5698 303.9 80.0 2,500
No. of Bedrooms 2.59 0.78 1.00 . 5.00
No. of Bathrooms 1.60 0.76 1.00 5.00
Living Area (f) = 1,367.1 635.1 405 5,790
SQFT of Lot ' 5,467.0 3,176.2 649 37,461
# Garage Spaces 122 072 0.00 5.00
Avail. Pool 0.06 0.24 0.00° 1.00
Age of Property 6701 18.98 0.00 102,00

Somewhat surprisingly, the historically designated houses are not that much older
than the other houses, with an average age of 68.7, compared to 67.0 for the rest of
the sample. Overall, the historicaily designated houses are slightly larger (in terms
of square footage, number of bedrooms/bathrooms, and lot size) and sell on average
for $263,000 more than those without historic designation.
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5. Model and Results

The hedonic model (Equation 1) is estimated with the dataset to determine the
. implicit price of each housing atiribute. In this study, site and structural attributes
include the number of bedrooms, the number of bathrooms, the square footage of
living area, size of lot, the number of garage spaces, availability of a swimming
pool, and the age of the property. To control for neighborhood effects within the
two zip codes, a set of 24 dummy variables are employed to represent the census
tract in which a property is located. As the San Diego housing market experienced
remarkable appreciation during the study period, a group of dummy variables that
indicate the guarter in which a transaction occurred is also included to take into
account the housing market trend. Additionally, a dummy variable {5 used to
identify houses with historic designation. The value of the variable is one for houses
that are covered by Mills Act contracts, and zero otherwise. The coefficient of this
variagble indicates the impact of historic designation on the value of a house, after
other housing attributes have been controlled for.

Table 2 presents the estimation results of two hedonic modeis.” Mode! 1 uses the
log of sales price as the dependent variable. The model has a strong explanatory
_power with an adjusted R? of 83.2%. Most site and structural variables -carry the
expected sign and are statistically significant. For example, adding 100 square feet
of living space increases the housing value by approximately 2.7%, and each
additional bedroom adds 3.2% value to the house. The coefficient of property age is
positive, suggesting that buyers in this market are willing to pay more for older
houses; however, the difference is not statistically insignificant.

®  Due to the large number of variables, parameter estimates of the census tract and quarter
dummy variables are not presented in the table, but are available from the authors.
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Table 2 Estimation Results of Hedonic Model (r = 1,953)
Model 1: Semi-log Form

Variable Coeflicients tvalue
Intercept l l 11.9277 77.92
No. of Bedrooms ‘ 0.0317 3.85
No. of Bathrooms 0.0181 1.75
SQ FT of Living Area (10™) , 0.2724 18.95
SQ FT of Lot (107 0.0076 441
No. of Garage Spaces 0.0340 4.86
Availability of Pool 0.0851 . 427
Age of Property (107) 0.3214 111
"Historic Designation 0.1484 344
Adjusted R? _ 0.8322

Model 2: Linear Form

Variable Coefficients tvalue
Intercept’ 134,431 1.42
No. of Bedroonis ‘ 567.70 0.10
No. of Bathrooms 26,669 3.80
SQ FT of Living Area (107) 2012 22.64
SQFTofLot (107 5.88 5.02
No. of Garage Spaces 11,036 2.33
Availability of Pool 82,538 6.12
Age of Property (10°%) 102.71 0.53
Historic Designation 120,985 4.15
Adjusted R? 0.7995

The variable of interest is the dummy variable for Mills Act historic designation.
The variable has a coefficient of 0.1484 and a t-value of 3.44, This result reveals
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that historic designation and the corresponding Mills Act contract increase the vaiue
of a single-family home by approximately 16.0%. *°

A number of additional tests are performed to assess the robustness of the empirical
results. The variance inflation factor (VIF) is used to ensure that the estimation
results are not affected by multicollinearity. Several different model specifications
(for example, log and quadratic forms for property age and lot size) are also
considered. The magnitude and significance level of the Mills Act variable remains
virtually unchanged. Additionally, a linear form regression (where the sales price is
the dependent variable) is estimated. The coefficient of the Mills Act variable is
again positive and highly significant (see Model 2 in Table 2). These tests confirm
that with physical attributes, housing market trends, and neighborhood effects all
controlied for, the historic designation significantly increases the value of a property.

6. Conclusion

The State of California enacted the Mills Act in 1972. This program provides
owners of historic buildings a reduction in property taxes in return for an agreement
to not alter the exterior fagade- of the designated building. This paper studies the
impact of such historic designation on the value of single-family homes. Using
hedonic regression analysis and housing transactions in San Diego between 2000
and 2006, the study estimates the price differential between houses with Mills Act
historic designation and comparable houses without the designation. The empirical
findings suggest that the historic designation results in a 16 percent increase in
housing value.

Theory suggests that the value of any tax benefits should be capitalized into the
price of the home: The degree to which this benefit is not fully capitalized
represents a cost to the homeowner for agreeing not to alter the building; on the
* other hand, a price differential exceeding the capitalized tax benefit implies value in
the historic designation itself. In San Diego the tax savings on houses that are
covered by Mills Act contracts range from 40 to 80 percent, with an average of 49
percent. Given a one-percent property tax rate, the price differential identified in
the empirical analysis is likely to be higher than the capitalization of property tax
savings. Further research with more detailed data is necessary to investigate the
sources of the additional value.

The importance of historic preservation has received growing international
recognition and many countries have developed programs to provide tax incentives.
Traditional approaches have consisted primarily of either public ownership of the
structures or the creation of historic districts. California’s approach to historic
preservation through the Mills Act provides an alternative model. Communities

% For a dummy variable, the percentage effect is equal to (Exp(c)- 1), where ¢ is the parameter estimate
of the dummy variable (see Halvorsen and Palmquist, 1980).
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gain by making sure historically significant structures are preserved while the
owners of those structures are compensated with tax savings and higher property
values. The level of participation in the Mills Act program indicates that it has been
successful in encouraging the owners of historically significant structures to
preserve and maintain their buildings. The Mills Act can therefore serve as a
template of how historic preservation may be achieved elsewhere in the United
States as well as internationally.
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1. Introduction

In 1972 the State of California passed a law that since has become known as the
Mills Act, named after the author of the legislation, California State senator James
R. Mills. Before becoming a state senator, James Mills had made his name in San
Diego as a historian, author and preservationist. The primary purpose of the act was
to provide incentives for property owners to preserve and rehabilitate historically
significant structures. The Mills Act allows for cities and counties to create
programs designed to aid in the historic preservation of structures. . The program
allows for a reduction in property taxes on historically designated properties in
return for a commitment by the owners of the property to maintain the property
without significantly altering its appearance,

The details of the Mills Act require a participating local government to enter into a
contract with the owner of the historic building. This contract has several key
features. The contract is valid for ten years, and is automatically renewed annually,
unless notice to cancel is given by either party, in which case, the contract will lapse
at the end of the ten years. Under the terms of the contract, the property owner
agrees to maintain and rehabilitate, if necessary, the external fagade of the structure.
In return, the property tax for the structure is reduced.

In general, property taxes in California are calculated at approximately one percent
of the tax basis of a property. Upon the sale of the property (or significant
alteration), the tax basis is adjusted to full market value; however, Proposition 13
limits the annual increase in property taxes to a maximum of two percent in a year
when the property is not sold. Under the Mills Act, the tax basis for the property is
based either on the income produced by the building for rented structures, or the
income producing potential for owner-occupied structures. This income stream is
then converted into a value for the structure based on a capitalization rate set by the
county assessor’s office. This imputed value then becomes the tax basis for the
purposes of property tax assessment. The City of San Diego examined the savings
to homeowners due to Mills Act contracts in 2005. For each property covered by
Mills Act contracts, the City estimated the difference between what the property
owners were paying, and what they would have had to pay without the benefit of the
Mills Act contract. The property tax savings from entering into a Mills Act contract
for a hisztoric house ranged from 40 to 80 percent, with an average savings of 49
percent.

Although there are few exact numbers, a survey in 1995 found that 39 cities were
writing Mills Act contracts with a total of 119 statewide. Currently there are an
estimated 89 cities and 1,662 Mills Act contracts statewide according to the
California Office of Historic Preservation. The number of contracts provided is the

! The actual legislation is contained in the Californiz Revenue and Taxation Code, Article 1.9, Sections
439 — 4394 and the California Government Code, Article 12, Sections 50280 — 30290,

% There is an extensive literature on how environmental issues (such as air quality, water quality and
undesirable Jand uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001).
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lower bound of the actual number of contracts as there is no enforcement to insure
that all contracts are recorded with the State of California. The City of San Diego
has by far the largest number of Mills Act contracts with more than 630 structures
covered. The City of Los Angeles is second with around 200 contracts. The City of
Anaheim is third with approximately 125 contracts.

The City of San Diego’s experience is probably similar to that of most other cities
and counties operating under the Mills Act. The City of San Diego did not start
writing Mills Act contracts until 1995, though the Historical Resources Board has
been assigning historic designations since 1967. Figure 1 shows the relationship
between the number of Mills Act contracts written each year since 1995 as well as
the median housing price for San Diego. Not surprisingly, the City of San Diego
experienced a large upswing in the number of Mills Act contracts in the late 1990°s
as housing prices started to soar. As with many cities, the City of San Diego has
been experiencing financial difficulties since 2002. This has led to a backlog of over
100 structures waiting to be evaluated for historic significance.

Figure 1
Median Housing Price - City of San Diego
Number of New Mills Act Contracts - City off San Diego

§700

$600

$500

5400

§300

$200

$100

: - e e, . +

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

50 45

1995
==t Median Price {(000's) === # of Mills Contracts

This paper investigates the impact of historic designation on single-family housing
values by estimating the price differential between houses covered by Mills Act
contracts and those with comparable attributes but without the designation. The rest
of the paper is organized as follows. The next section reviews the literature on
historic designation and its effect on property values. The following two sections
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discuss the methodology and data used in the analysis. Empirical results are then
presented, followed the conclusion.

2. Literature Review

California’s approach to historic preservation through tax benefits to specific
properties through the Mills Act is very unusual. In other jurisdictions, the typical
scenario is for a local historic resources board to identify a geographic area as a
historic district.  All buildings within that district then have the same level of
protection, benefits and constraints. The issuc then becomes whether the creation of
a historic district with positive externalities arising from a consistent historic “look”
outweigh the costs associated with limitations placed on remodeling and
redevelopment of housing stock within the district. The previous literature on the
value of historic designation has focused for the most part on analyzing this type of
historic designation.

Asabere et al, (1989) provide one of the first studies of the effect of architecture and
historic zoning on housing value. Looking at the town of Newburyport in
northeastern Massachusetts, the authors estimate the impact of both type of
architecture and historic zoning district on the value of 520 housing units over a
three-year period. Using hedonic regression analysis, Asabere et al. identify eight
possible functional forms for housing value. Their results suggest that architectural
style does have a positive and significant effect on housing values, with buyers
willing to pay premiums for older homes built in the colonial, federal, garrison and
Victorian styles. However, location in the historic district does not seem to convey
any added value to the housing price in and of itself. The results suggest that
historic district location is positive and significant in only one of their eight
specifications. '

The effect of historic designation on property values is examined by Ford (1989)
using data from Baltimore, Maryland. The City of Baltimore has approached
historic designation by creating historic districts. A total of fifteen such districts
were created between 1964 and 1985. By examining housing prices in both 1980
and 1985, Ford tests two major hypotheses. She finds that the prices of houses in
areas that will eventually be designated historic districts are not significantly
different from those in non-historic districts. However, her results suggest that
houses within designated historic districts do command a premium. Furthermore,
Ford tests whether the appreciation in housing prices were greater the longer the
property had been in a historic district. Interestingly, Ford finds no evidence to
dispute the hypothesis that the value of historic designation is capitalized into the
price of the structure upon designation.

Coffin (1989) examines the issue of historic district valuation using Aurora and
Elgin, Illinois: two western suburban cities of Chicago. Coffin’s sample includes
120 sales of homes in Elgin, of which 47 are in the historic district, and 243 units in
Aurora, 62 of which are in the historic district. Coffin asserts that [ocation in the
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historic district increases housing price by 6-7%. However, his results are at the
extreme edge of typically accepted statistical significance. For Aurora, he modified
his designation of historic significance to identify the historic district homes that are
located in low-income Census tracts. This surely increased the significance of the
historic district variable as historic designation in a low-income neighborhood sends
an additional signal about housing stock quality.

Asabere and Huffman (1991) take an innovative approach by examining the effect
that historic designation has on undeveloped land. Using data from Philadeiphia, the
authors identify 100 transactions invelving vacant land sales over the years 1987 to
1689. Their use of Philadelphia as a case study is significant as Philadelphia has
limited its ability to designate historic sites solely to specific structures. Therefore,
all historic districts within Philadelphia are federally created. Under the federal
framework, any development of vacant land need only meet local requirements.
This implies that there are no additional constraints on development of vacant land
in these historic districts. Not surprisingly, this lack of constraints leads to a much
higher valuation of the land in these districts. The authors estimate that vacant land
for residential purposes is valued 131% higher in historic districts. They also find
no significant difference in the valuation of nonresidential properties.

Asabere and Huffman (1994) extend their work in Philadelphia to estimate the effect
of historic district designation to developed residential property. The authors
identify a sample of 120 houses that are sold over the period of 1986 to 1990. The
authors find that houses sold in federally designated historic districts command a
~ premium of approximately 26%. This benefit is not dependent on any investment
tax credits that are typically associated with structures in federally designated
historic district.

Clark and Herrin {1997) examine the effect of historic preservation districts in the
city of Sacramento, California over the years 1990-1994. Sacramento has identified
20 historic preservation districts. Over the study period the authors identify 683
housing sales, of which 58 occurred in 6 of the districts. Using hedonic regression
analysis, the authors find that houses within the districts sell for up to 17% more.
From this, Clark and Herrin argue that the restrictions placed on housing
redevelopment and rehabilitation in these districts is not particularly onerous.

Abilene, Texas serves as the case study for Coulson and Leichenko (2001). Abilene
is somewhat unusual in that historic designation is conferred on individual properties
rather than historic districts. The authors use this distinction to estimate the value of
historic designation on a particular property. They find that historic designation has
a positive and significant impact on the value of a property. They estimate that:
historic designation brings about an increase in house value of approximately 17%.
The authors attempt to disentangle the tax effects and whether the property in listed
on a national registry with little success, In addition, the authors provide evidence
that suggests that there is a positive externality associated with historictdesignation.
The results suggest that for each additional historically designated house within the
census tract, the value of a house in that census tract increases by 0.14%.
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One possible drawback from the majority of the previously cited studies is the
reliance on valuing historic designation within a particular market. Leichenko et al.
(2001) use data from nine Texas cities to try to rectify this shortcoming. The cities
in their sample follow one of three historic designation strategies. Some cities
identify individual historic structurés, other cities use only historic districts, and one
city uses both approaches. The authors find that the value of historic designation
increases property values from between 5 and 20 percent. The results were mixed
regarding the valuation of national historic designation, state and local designation.
In two cities, national historic designation significantly increases property values,
while in another city the effect was not statistically significant.

Two studies in Turkey indicate a growing international recognition of the
importance of alternatives to state ownership of historically significant structures.
Demet and Cengiz (2000) examine the options available to preserve and restore
parts of the community of Bursa-Cumalikizik, Turkey. The authors recognize that
the traditional approach of state directed rehabilitation and preservation is unlikely
to succeed without active participation of the .population within the district.
Likewise, Akansel and Minez (2006) examine the same issues in the Kaleici region
of Edimne, Turkey. Although the authors conclude that “funds providing financial
support to the owners of these houses in the settlement should be set up in order to
protect these houses™ (p. 10), they do not propose a system to achieve that goal.

3. Methodology

This study uses the hedonic price mode! developed by Rosen (1974) to measure the

effect of tax savings from the Mills Act historic designation on single-family home

values. This methodology is well developed and accepted in real estate and housing

economics research. For example, it has been used to assess the impact of numerous

factors on housing values, such as environmental issues,” school quality,” and

special land uses.® In the hedonic model, housing is considered a bundle of

attributes, including site, structural, quality, location and market characteristics. The -
number and type of attributes embodied in a house distinguish it from other

properties and determine its vatue. '

Because housing attributes are not traded individually, the value of an attribute can
not be directly observed. In order to estimate the value of each housing
characteristic, multiple regression analysis is utilized. Suppose there are f site and

3 There is an extensive literature on how environmental issues (such as air quality, water quality -and
undesirable land uses) on housing values. For a survey of the literature, see Boyle and Kiel (2001},

! For example, see Mitchell (2000}, and Clark and Herrin (2000}

* For example, Colwell, Dehring and Lash (2000) investigate the impact of group homes on
neighborhood property values; Carroll, Clavretie and Jensen (1996} study the effects of neighborhood
churches on residential property values; and Irwin (2002) examines the influence of open space on
residential housing values.
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structural attributes, j location characteristics, and & market factors in the hedonic
model, the semi-log regression equation can be written as:

i i k
InP)=a+ 2 B8+ AL +D uM+e o)
1 i 1

where P is the sales price of a house, £, A and u are coefficients, and £ is an error
term. The coefficient of an atiribute is interpreted as the percentage change in
property value given one unit increase in the attribute. In this study, a dummy
variable is used to identify houses that are covered by Mills Act contracts, The
coefficient of this variable represents the effect of historic designation on the value
of a house.

4, Data

Data were collected on sales of single-family detached housing in zip codes 92103
and 92104 in San Diego, California from January 1, 2000 through December 31,
2006. The iwo zip codes were seiecied for several reasons. Thney contain some of
San Diego’s oldest neighborhoods and therefore have a relatively large proportion of
historically designated homes. In. fact, nearly 40% of the structures that are
currently covered by Mills Act contracts in the City of San Diego are located in
these two zip codes. The housing stock in the neighborhoods has sufficient variation
in physical attributes to allow a meaningful hedonic analysis. Additionally, as these
zip codes are contiguous, many of the neighborhood characteristics such as school
quality, proximity to downtown and beaches, and crime rates do not vary greatly.

During the seven-year period, 2,045 transactions of single-family residences with
valid property information are retrieved from DataQuick’s PropertyPro CDs.® To
ensure that the data reflects the housing market equilibrium and to prevent ceding
errors and non-arm’s-length transactions from unduly influencing the analysis, a set
of data cleansing criteria are utilized.” Approximately 4.5% of the observations are
excluded, resulting in a final dataset with 1,953 valid observations. Of these houses,
25 had received historic designation by the City of San Diego and the owners had
signed a Mills Act contract.® Table I presents the descriptive statistics for the

Transactions with missing data {such as sales price, lot size, square footage of living area, number of
bathrooms, number of bedrooms, and year built) are excluded.

" An observation is remeved if one of the following criteria is met: 1) the year of sale is earlier than the
year buift, 2} the fot size i5 greater than an acre or less than 500 square feet, and 3) the number of
bedrooms is greater than 5. The price per square feot (p/sf) is also taken into account to prevent coding
errors and exclude non-arm’s-length transactions. The average p/sf in the two zip codes during the
study period s $432 with a standard deviation of $134. Observations with p/sf three standard
deviations higher ($834) or lower ($30) than the average are also removed.

The 25 properties covered by the Mills Act contracts represent 1.28% of the sample, while historically
designated single-family houses in the two zip codes (261 properties) represent 1.24% of the stock of
single-family housing,
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dataset, with Panel A showing the historically designated houses and Panel B the
rest of the sample.

Table 1 Descriptive Statistics

Panel A Historically Designated Houses (n=23)

Variable Mean Std. Dev. Min. Max.
Sales Price (000°s) 833.2 73653 3330 1,850
No. of Bedrooms® 2.87 0.74 2.00 . 4.00
No. of Bathrooms 170 0.64 1.00 3.50
Living Area (ft%) 1,721.3 587.7 870 3,169
SQ FT of Lot 7,043.1 4,446.1 4,500 24,829

# Garage Spaces L4 065 0.0 200
Avail. of Pool 0.00 0.00 0.00 0.00
Age of Property 68.70 18.81 - 500 93.00

Panel B Non-historically designated houses (n=1,928)

Variable Mean  Std.Dev.  Min. Max.
Sales Price (000's) 569.8 3039 80.0 2,500
No. of Bedrooms 2.59 _ 0.78 1.00 5.00
No. of Bathrooms 1.60 0.76 1.00 5.00-
Living Area (f) 1,367.1 655.1 405 5790
SQ FT of Lot 5,467.0 3,176.2 649 37,461
# Garage Spaces 1.22 0.72 0.00 5.00

_ Avail. Pool : 0.06 0.24 0.00 1.00
Age of Property 67.01 18.98 0.00 102.00

Somewhat surprisingly, the historically designated houses are not that much older
than the other houses, with an average age of 68.7, compared to 67.0 for the rest of
the sample. Overall, the historically designated houses are slightly larger (in terms
of square footage, number of bedrooms/bathrooms, and lot size} and sell on average
for $263,000 more than those without historic designation.
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5. Model and Results

The hedonic model (Equation 1) is estimated with the dataset to determine the
implicit price of each housing attribute. In this study, site and structural attributes
include the number of bedrooms, the number of bathrooms, the square footage of
living area, size of lot, the number of garage spaces, availability of a swimming
pool, and the age of the property. To control for neighborhood effects within the
two zip codes, a set of 24 dummy variables are employed Lo represent the census
tract in which a property is located. As the San Diego housing market experienced
remarkable appreciation during the study period, a group of dummy variables that
indicate the quarter in which a transaction occurred is also included to take into
account the housing market trend. Additionally, a dummy variable is used to
identify houses with historic designation. The value of the variable is one for houses
that are covered by Mills Act contracts, and zero otherwise. The coefficient of this.
variable indicates the impact of historic designation on the value of a house, after
other housing attributes have been controlled for.

Table 2 presents the estimation results of two hedonic models.” Model 1 uses the
log of sales price as the dependent variable. The model has a strong explanatory
power with an adjusted R’ of 83.2%. Most site and structural variables carry the
expected sign and are statistically significant. For example, adding 100 square feet
of living space increases the housing value by approximately 2.7%, and each
additional bedroom adds 3.2% value to the house. The coefficient of property age is
positive, suggesting that buyers in this market are willing to pay more for older
houses; however, the difference is not statistically insignificant.

®  Due to the large number of variables, parameter estimates of the census tract and quarter

dummy variables are not presented in the table, but are available from the authors.
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Table 2 Estimation Results of Hedonic Model (n = 1,953)

Model 1: Semi-log Form

. Variable Coefficients t value

Intercept : 11.9277 71.92
No. of Bedrooms 0.0317 : 3.85
No. of Bathrooms 0.0181 1.75
SQ FT of Living Area (10™) - 0.2724 18.95
SQ FT of Lot (107 0.0076 4.41
No. of Garage Spaces ~ 0.0340 4.86
Availability of Pool 0.0851 4.27
Age of Property (10) ' 0.3214 - 1.11
Historic Designation ‘ C 0.1484 3.44
Adjusted R? 0.8322

Model 2: Linear Form

Variable - Coefficients t value
Intercept 154,431 1.49
No. of Bedrooms 567.70 0.10
No. of Bathrooms 26,669 3.80
SQ FT of Living Area (107} 1220.12 22.64
SQFT of Lot (107) 5.88 5.02
No. of Garage Spaces 11,036 2.33
Availability of Pool 82,538 6.12
Age of Property (10°7) 102.71 0.53
Historic Designation 120,985 4.15
Adjusted R? : 0.7995

The variable of interesi is the dummy variable for Mills Act historic designation.
The variable has a coefficient of 0.1484 and a t-value of 3.44. This result reveals
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that historic designation and the corresponding Mills Act contract increase the value
of a single-family home by approximately 16.0%. '°

A number of additional tests are performed to assess the robustness of the empirical
results. The variance inflation factor (VIF) is used to ensure that the estimation
results are not affected by multicollinearity. Several different model specifications
(for example, log and quadratic forms for property age and lot size) are also
considered. The magnitude and significance level of the Mills Act variable remains
virtually unchanged. Additionally, a linear form regression (where the sales price is
the dependent variable) is estimated. The coefficient of the Mills Act variable is
again positive and highly significant (see Model 2 in Table 2). These tests confirm
that with physical attributes, housing market trends, and neighborhood etfects all
controlled for, the historic designation significantly increases the value of a property.

6. Conclusion

The State of California enacted the Mills Act in 1972. This program provides
-owners of historic buildings a reduction in property taxes in return for an agreement
1o oot alier the exterior fagade of the designated building. This paper studies the
impact of such historic designation on the value of single-family homes. Using
hedonic repression analysis and housing transactions in San Diego between 2000
and 2006, the study estimates the price differential between houses with Mills Act
historic designation and comparable houses without the designation, The empirical
findings suggest that the historic designation results in a 16 percent increase in
housing value.

Theory suggests that the value of any tax benefits should be capitalized into the
price of the home. The degree- to which this benefit is not fully capitalized
represents a cost to the homeowner for agreeing not to alter the building; on the
other hand, a price differential exceeding the capitalized tax benefit implies value in
the historic designation itself. In San Diego the tax savings on houses that are
covered by Mills Act contracts range from 40 to 80 percent, with an average of 49
percent. Given a one-percent property tax rate, the price differential identified in
the empirical analysis is likely to be higher than the capitalization of property tax
savings. Further research with more detailed data is necessary to investigate the
sources of the additional value,

The importance of historic preservation has received growing international
recognition and many countries have developed programs to provide tax incentives.
Traditional approaches have consisted primarily of either public ownership of the
structures or the creation of historic districts. California’s approach to historic
preservation through the Mills Act provides an alternative model. Communities

¥ Fora duminy variable, the percentage effect is equal to (Exp(c)-1), where ¢ is the parameter estimate

of the dummty variable (see Halvorsen and Palmquist, 1980),
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gain by making sure historically significant structures are preserved while the
owners of those structures are compensated with tax savings and higher property
values. The level of participation in the Mills Act program indicates that it has been
successful in encouraging the owners of historically significant structures to
preserve and maintain their buildings. The Mills Act can therefore serve as a
template of how historic preservation may be achieved elsewhere in the United
States as well as internationally.
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